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RESTRICTIVE TRADE PRACTICES COMMISSION 


IN THE MATTER OF 
an inquiry 


Regarding Loss Leader Selling 
SAS 
Hearing held(in public) in Room 414 at 


the Court House, Vancouver, British Columbia, 


Friday, July 9, 1954. 


PRESENT: 
C. RHODES SMITH, Q.C., M.A., 170. Bay ow kis 
Chairman 
Guy Favreau, Q.C., B.A. ,LL.B., Member 
A. S. Whiteley, B.A., M.A., Member 
APPEARANCES; 
Mr. Paul Gerin-Lajoie Counsel for the Commission 
Mr. R. M. Davidson Secretary to the Commission 


Sess 


THE CHAIRMAN: This morning we have the 
pleasure and privilege of having with us Professor Mund 
from the University of Washington, who has very gracious- 
ly and kindly agreed to come and tell us something about 
the experience that hag occurred in the United States 
in connection with fair trade and resale price mainten- 
ance, and related matters. I think perhaps we might 
begin by asking counsel to proceed to discuss the 


matter with Professor Mund. 
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MR. GERIN-LAJOIE: Dr. Mund, would you please 
begin by giving us your full name, for the purposes of 
the record’. 

PROFESSOR MUND: My full name is Vernon A, 
Mund, 

MR, GERIN-LAJOIE:; And where do you live? 

PROFESSOR MUND: I am Professor of Economics 
at the University of Washington in Seattle. 

MR, GERIN-LAJOIE: Seattle is your place of 
residences -eipo,” ip 1b? 

PROFESSOR MUND: Yes. 

MR. GERIN-LAJOIE: And have you specialized in 
a particular phase of economics, during the course of 
your studies? 

PROFESSOR MUND: My field of specialization 
over the past twenty-five years, now, has been the 
field of government regulation of business, with par- 
ticular reference to the anti-trust laws and the 
legislation controlling pricing. 

MR. GERIN-IAJOIE: During the course of your 
studies and your work in connection with the subject 
you have just mentioned, have you made any particular 
study of what is known as resale price maintenance? 

PROFESSOR MUND: Yes, In the course of my 
work, particularly during the past ten years, I have 
made continuing studies of the practice of resale 
price maintenance, for my teaching, and also for my 
writing. 

MR. GERIN-IAJOIE: And do I understand, 


Professor, that you are the author of a book called 
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Government in Business? 

PROFESSOR MUND: Yes. 

MR. GERIN-IAJOIE: Published by Harper 
Brothers? 

PROFESSOR MUND: Yes, in 1950. 

MR. GERIN-IAJOIE: In 1950. I understand a 
new edition of your book is coming out very shortly, 
is it? 

PROFESSOR MUND: In January, 1955, I believe. 

MR. GERIN-LAJOIE: Now, Dr. Mund, the Commission 
would like, as you already know, to have your views and 
your reactions to the problem of resale price mainten- 
ance, particularly as it exists in the United States, 
and as you know the problem over there. Would you 
start by explaining to the Commission what you under- 
stand by a loss leader? 

PROFESSOR MUND: Yes. Perhaps I could begin 
by explaining certain aspects of the competitive 
pricing which I favour. I favour, as an economist, 
competitive price reductions or competitive price 
inducements, made uniformly to all buyers by sellers, 
in order to get business. If supply exceeds demand 
at a given price, someone reduces prices in order to 
be able to deal. That is of the very essence of com- 
petition. If you cannot find customers at an estab- 
lished price, then your inclination is to reduce 
your prices in order to be able to deal, That is 
the very essence of competition. And if we are 
going to have a competitive system, then we must 


maintain that business practice -- that is, the 
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practice of price competition. 

I exclude from that what I would call loss 
leader selling or leader selling -- that sort of 
pusiness practice. That is what I call genuine price 
competition, the very essence of our free enterprise 
System. 

I do not favour the business practice of 
predatory price cutting. In the United States the 
American Tobacco Company some years ago used its 
financial power to cut the prices of chewing tobacco, 
virtually to give it away, in order to eliminate 
competitors and to get a monopoly of that field, 
Their price-cut brand was called Battle Axe, inci- 
dentally. They did drive out all the other 
manufacturers of chewing tobacco. I would call that 
predatory price cutting; and that procedure I do not 
favour. 

Also, I do not favour discriminatory price 
cutting. I might point out that in the United States 
there was a case recently under which the Morton Salt 
Company sold its Blue Label salt to some retailers at 
$1.60 a case and to a select few -- that is, five big 
chains -- at $1.35 a case. And so that would be a 
form of price cutting which I would call discrimin- 
atory price cutting; and that type of pricing Teron a’ 
not favour. 

THE CHAIRMAN: Professor, you have described 
poth those instances as types of predatory price 


cutting? 
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PROFESSOR MUND: Yes, predatory or discrim- 
inatory price cutting. 

MR. WHITELEY: In your second case your 
judgment is not based merely on the fact that there 
was a difference in price? 

PROFESSOR MUND: No, it is a difference in 
price without a valid reason, which could not be 
justified on the basis of cost saving. Et 48a dis- 
criminatory adjustment in that sense. 

And, thirdly, there is a further pricing 
practice which economists do not favour, namely 
geographic price discrimination, A multiple unit 
concern, such as a chain, operating in several com- 
munities might cut prices in one community to elimin- 
ate a competitor, while maintaining its prices 
elsewhere. The A & P Company, for example, was 
found to engage in that sort of practice -- the 
practice of geographical price discrimination, 

That is a form of leader selling, or loss leader 
selling, which I think is unfair, pecause it does not 
permit an efficient businessman to survive on his 
merit. 

THE CHAIRMAN: And, again, that was without 
cost justification? 

PROFESSOR MUND: Without cost justification, 
and transportation differentials. 

The problem of loss leader selling centres 
on the sale of a product below a seller's net 
acquisition or laid-down cost, as of his place GL. 


business. 
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For example, some years gente Placita 
Trade Commission brought a case against the Sears- 
Roebuck Company accusing that company of selling 
sugar at less than its acquisition or laid-down cost. 
It was found to be engaged in that practice, 

Large business firms sometimes do that sort 
of thing. They sell below their net acquisition cost, 
or their net laid-down cost. And they do it for the 
purpose of -- well, they do it to induce people to 
come into their stores, as a sort of leader, you see. 
Those would all go into the category of loss leader 
selling. 

MR, FAVREAU: But you are not making pro- 
vision for special cases such as clearance sales? 

PROFESSOR MUND: I would exclude clearance 
sales, fire sales and close-out sales, and so on, 

Here was the Sears-Roebuck Company actually 
selling sugar below its net acquisition cost, as of 
its retail store. And it was doing this to bring 
people to the store, In my opinion that would be 
true loss leader selling. 

The point I wish to make is that I want to 
define loss leader selling, in the sense in which I 
use that expression; and, secondly, I wish to illus- 
trate its use. I think there are cases of that -- 

I really do -- of true loss leader selling. And it 
may, in certain situations, be a problem -- it 

really may be. But I think there is a remedy for that, 
which I shall discuss later. 


I do believe that we ought to exclude from 


gros iene oh edt a eitos arinc tt gesotand ‘agra 
.da00 notdtetupor ten lead voted tien yout «gated ‘Qo 
ei? tot dt Ob red bth «eo. immob-bi At jon attedd xo 
oJ siqoey soul of th ob yodd ,Lksw <- ‘to g20qzg 
,288) BOY tehaet 40 doa ¢ 88 .soroda xtedd o¢mt smoo 
qobsel asol ‘to yrogodeo ott ‘odat on Lis Siuow ‘sao? 
.gaiifon 

rtd oéitsten $ore x6 yoy dua ‘ARAVA FM 
toler. sonansels ef tMove e9889 Iatooya xO% solely 

soneyser > abuLoxe oivow I 3CUM ROBESIONS 
1 OB pas satan Juo~ssofo bas aalse oxtt apie 

(lisnios qneqnio? sSomdsok-e7 eek sit 289 aon 
to 38 3209 fotitatspos jor sit woled «agua gatiloa 
guiid od atsld gation ean of bad enous {fissen att 
ad Oivow deci detaigo var ot enode oid of elgosg 
grlitos <oaeel aaot oud 

08 ina ft $exid at of Gi of Setw zt tatoq ane 
I dokdw ot cane orf at watikifee sobaot ator eitteb 
-enlfit o3 detw 1 euititreoen bere wrokeaangxs +43 oan 
=~ dpi? To ease one axvedd aakdt I. att oteerd 
ot ms .gakcive wobkas eaol aunt to OF ic I 


BE = mal dorg 8 od «ation? aud.te nitadres dl eam | 
“fast ach ommon © at ones sin 1 a vod gi vino | 
hf toast seuoath ffala’I sdk 
_ me a tm ms ovetiad ob I 





7) 


-S174- 
Professor Mund 


the question of true loss leader selling the matter 
of markup. I feel the question of markup --~- that is, 
the markup above the acquisition cost -- is a matter 
for the internal business policy of the businessman. 
The matter of how much one should invest, or how 
many units he should produce, these are his 
business, The inner workings of the business should 
be controlled by the businessman himself; and I think 
that is true in the matter of markups that a retail 
store should take. I do not think anybody should 
dictate that to him. 

The seller has to recover his cost, and he 
is under great compulsion to make every product 
pear its share of cost -- what the traffic will bear. 
So he is under a natural compulsion always to avoid 
true loss leader selling; and it is only in the 
unusual case where it is actually found to exist, in 
my opinion. It is only in the very unusual situ- 
ation, 

THE CHAIRMAN: Professor, -- and I just want 
to be quite clear on this -- in your definition you 
do not include any allowance for overhead operational 
costs of the* pusiness -=- 

PROFESSOR MUND: Of the business itself. 

THE CHAIRMAN: --- in determining what is 
true loss leader selling. 

PROFESSOR MUND: No; I feel that whether a 
markup should be 1 per cent, to cover your general 
cost of doing business, or 2 per cent, or 10 per 


cent -- that is a matter for internal business policy. 
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I do not know that one should attempt to tell someone 
what his markup should be. It is like telling him 
whether he should produce or not, and how much he 
should produce, and how much he should invest. I 
think that is his business. 

I feel that that is the case. And I feel 
that since there is a natural compulsion against 
selling below acquisition costs, in most cases it is 
not a problem. However there may be the rare and 
unusual case where it is a problem. I am thinking, 
for example, of the Sears-Roebuck sugar case. But 
I think that could be treated as a problem of predat- 
ory pricing, as such; I think it could be. I think 
that once we permit a government or a manufacturer 
to dictate internal markups, then we are taking 4 
long step toward an authoritarian system, a system 
of planning. 

And it was Adam Smith, in particular, who 
said that no man or no group of men is wise enough 
to tell a person what to invest, or how much to 
invest, or when to spend, and so on. That was the 
system against which he spoke so tellingly. 

MR. WHITELEY: Some people suggest that 
the situation has changed considerably since the time 
of Adam Smith. Do you think the principle still holds 
true? 

PROFESSOR MUND: I think the principles 
of individual enterprise still hold true -- that if 
we are going to have an individual invest capital 


and conduct his business he must be given the 
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responsibility for it, and he must be given the 
opportunity to express his own initiative. That is 
what we mean by private eVicanniaes by free enter- 
prise. That is what we mean by those terms, That 
is the system which we feel is efficient and effect- 
ive in order to get the world's work done, 

THE CHAIRMAN: And I suppose also, 
Professor, that your view that no man -- following 
Adam Smith -- that no body, either governmental or 
otherwise, is wise enough to tell the individual 
businessman just how he should operate, would have 
in mind in this case the difficulty of determining 
what should be the minimum cost of a particular 
operator in handling a particular item of his pro- 
duction? 

PROFESSOR MUND: That is right. It will 
vary from community to community, from section of 
town to section of town, from type of merchandising 
to type of merchandising, and with regard to the type 
of service rendered ee that is, whether one applies 
the principle of cash and carry, or of delivery, or 
of fancy wrappings, or rug-covered floors, or soft 
music, or college-educated clerks, with smiles. 

That is the question; and that is the 
great value of our free enterprise system -- that is, 
individual planning. The individual decides that 
sort of thing. And I think our system has great 
merit -- that is, the system of individual planning. 
Let the individuals decide these things. 


THE CHAIRMAN; Thank you. 





at sek a ae 
~sediie gan ud outnaesa6 stevieng yd seam ow tae 
teat antes paodd yo assm ow tadw et Jan? .eattq 
-tosito bas tmegottie ef feet ow doit modeye edd at 
y vagob stow e'binow ond dog ot srebxo ak evi 
-osta agoggte tT ona Ameo AT 
antwoson ~ == Tam of yeas weby toy Sard ,roaes Tord 



























“<0 Lstreansvon eanite <ybod om Jars -- ddim’ mabs 


Lsubivibat edt £Lot of devone sebw at _ calwrendo 
avert biuow  sistrogo bleors ad wor Sout osmerontand 
afiiitomedsh to ysivoltiLy sds sas pind of betes oh 


caiuoftrad & yo Jaco sumiatm ond ad biyorde doriw : 


-ong ekd Lo moot  ~BLyvoksrag & got ibesrt nit cot srego 
frotdoub 


. ittw $i .diigtn et wait 7 Ov0M AOBeT TONY 
to soLioes moet “ot Lena of ydiaummos aor VISV 


giitebbriedsuem 40 egyd mort ,mwod to noldose ot - prwod 
















sotiaas ona cofidteiw ,2t aiid == bexehaer solvase 10 


TO eeuovitsh to 4o° yates bas dase ‘to ‘oLatostiag acid 
eat et ded brs :sokineup ocd of saiT 
,at dais -— italy sutaquetie sort i090 ‘te eulsy Jsery 


deoxy agit motete quo antag I oaA = gids 20 Jr08 


Pe cites Ww 


equ? oad of batgot itiw. BAS ‘gaietbaaioren So oqys oF | 


3108 30 g STOLE. horsvenn aut “to agntqasen yore “to ° 
,pelime ddiw .exiels ‘Hodsoubs~-og0LLoo 10 _obosm | 
de gahirton Loubivkbar od? .gttanelg Levbtvibar © 


.natansig “Leobtyiont to matey ond sph day -- Fisent 
re cr anes abtoeb afaubtwtasts ontd ae ; 


10) 


a IIR Om 


PROFESSOR MUND: So, I would conclude with 
that definition of loss leader selling -- and if l 
may repeat or rephrase it -- by saying that it is the 
sale of a product below one's laid-down cost, or net 
acquisition cost, as of a seller's given place of 
business. 

MR. GERIN-LAJOIE: You have explained, 
Professor Mund, that no authority is well placed to 
determine the markup of any individual retailer. But 
does that mean, Professor, that you would not include 
in your definition of a loss leader any reference at 
all to theFdosteciteperation ofta'réetaiier, ror 
instance, or the cost of his doing business? 

PROFESSOR MUND: Well, I feel that it is 
just too difficult to determine that, and I feel that 
the cases which are injurious to society or to other 
businessmen are those cases in which sales are made 
below the laid-down cost. There is where you really 
run into the great problem. As I were there sis the 
Sears-Roebuck case, where a big concern actually 
sold a product such as sugar below the acquisition 
cost. 

There is the position, You cannot succeed 
under those circumstances; and that is the problem. 
If you do find situations like that, then I think 
we should consider a remedy for them, I do. 

MR. GERIN-LAJOIE: And when a retailer 
sells an article with a very low markup, an unusually 
low markup in relation to his own practice, you would 


not call that loss leadering; would you call that by 
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some other name, or not? 

PROFESSOR MUND: Well, when he takes a 
very low markup, then he is under compulsion to take 
a high markup elsewhere. He has got to stay in 
business. He is in business to make a profit, and 
when he takes a high markup elsewhere, then he 
subjects himself to the competition of other 
people. You see, he is limited there, if he main- 
tains ene competitive system. He does not dare go 
that low, because he has got to make ifvup.eise= 
where. He is in business for 2 profit. 

MR. GERIN-LAJOIE: But how is it, neverthe- 
less, that in the United States apparently a number 
of retailers have had recourse to the loss leadering 
practice -- quite a lot of them, if I am well 
informed. And, despite that fact, they have been 
able to do business, and to do profitable business, 
over the years. 

PROFESSOR MUND: Yes, that is right. 

MR. GERIN-LAJOIE: Or is that pushing the 
situation too far? Would you say that there has 
peen very little loss leadering in the United States 
over a period of -- well, we will say ten or fifteen 
years? 

PROFESSOR MUND: I do not think we have 
useful statistics on the actual amount of loss leader 
selling. As I have indicated, we have examples of 
it -- in the case of sugar, in Sears-Roebuck. We 
have that isolated example. I think that the main 


problem about which American businessmen complain -- 
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the main problems -- are essentially three in 
number. And these, in my opinion, are not problems, 
strictly speaking, of loss leader selling, They are 
confused with loss leader selling. 

MR. GERIN-LAJOIE: There is the problem of 
discrimination that you have explained, 

PROFESSOR MUND: Yes, discrimination -- 
geographically and personal. And then there is the 
problem of simply having new merchandisers coming 
into the field and offering limited services and 
taking a lower markup. That is the problem we find 
today in the case of the discount houses competing 
with the department stores, 

In other words, you have the rise of a new 
type of merchandiser who is taking a lower markup, 
and the prices, are just low, in «some areas; in 
relation to others; and they do not like it. They 
just. donot. like it; they do not like this "kind of 
competition, 

MR, GERIN-IAJOIE; And that is definitely 
something you do not call loss leadering? 

PROFESSOR MUND: No, The mere fact that 
somebody else is selling for less than you do does 
not indicate that there is loss leadering. That is 
just real competition. And businessmen do not like 
it. I should say that some businessmen do not like 
it -- I will put it that way, and I want to under- 
score the word "some", I will say that some business- 
men do not like it. And of course, that is 


understandable. It forces you to sit up and take 
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notice and be on your toes, and perhaps lower your 
own markup; and you do not like doing that if you 
can avoid it. 

THE CHAIRMAN: I suppose the regular mer- 
chant usually has a much greater capital investment in 
his premises and in his equipment and in the stock he 
carries, than these lower markup discount houses would 
have? 

PROFESSOR MUND: Yes, I think that is true 
today. Of course during the thirties the main prob- 
lem was the growth of the chain stores in relation to 
the small-scale independents. And there was simply 
a different type of mérchandising activaty. hat 
was the situation, And the situation today fa OueE ie t= 
ent in that sense. 

THE CHAIRMAN: It is much more difficult 
for a man with a heavy capital investment to compete 
with somebody else who has a low capital investment 
and 2 low rent structure as compared with the man who 
is established on a prominent business street with 
a well established and well lit place of business, 
and that sort of thing. It makes it rather difficult 
for the established businessman to compete with the 
cut-price man under those circumstances, does it 
not? 

PROFESSOR MUND: Yes, it does; it makes 
it difficult, So often the lower price or the lower 
markup man -- and I prefer that term to the term 
"cut price", I think of cut prices or of price 


cutting in terms of a predatory sense. tL Jike to 
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think of the low-price or the low-markup man, or if 
you wish to call him the low-price man, the lower 
price man or the lower markup man -- typically he 
does not offer the same range of goods that are 
offered, by the large retailer. 

THE CHAIRMAN: Neither the same range of 
goods nor the same service in connection with the 
goods? 

PROFESSOR MUND: That is right, And that, 
together with his cheaper place of doing business, 
enables him to operate at a lower markup. 

THE CHAIRMAN: He is able in that way to 
operate at a lower markup? 

PROFESSOR MUND: That is right, yes. And 
I think the problem currently at least centres on 
products which are highly advertised, chiefly in the 
appliances field. That is where the problem is 
centering right now, where the product is highly 
advertised and standardized, and the manufacturer 
assumes a large burden, or a larger part of the burden 
of selling, through radio, newspaper and TV adver- 
tising, as well as the use of demonstrators. 

People who are rich and poor, alike, buy 
it -- an article such as a waffle iron; it does not 
make any difference; it is the same thing for every- 
body, you see. The servicing is done by the 
manufacturer himself. So that there is not much of 
a retaiie function left to do. And if there is a 
large markup there somebody is going to step up and 


try to do it for less. There is not much of a 
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retail function left on some of these things; so 
somebody tries to do it for less. 

Actually, it is interesting to note that 
some of the large department stores recognize this, 
and in a way, are maintaining discount departments of 
their own, I went into Marshall Fields in Chicago 
last summer to buy a pair of these so-called faded 
blue denims. I went upstairs -- beautiful rugs, 
immaculate clerks, lovely surroundings, soft music -- 
and the price was around $10. 

I said, "My, that is a high price for these 
glorified overalls". The clerk said, Well, if you 
want to go down to the basement you can get them for 
very much less", So I went down to the basement and 
there I got faded blue denims for $2.75 or there- 
apouts. 

THE CHAIRMAN: The same quality? 

PROFESSOR MUND: Well, I am not certain 
about the quality, exactly, but they were essentially 
the same product -- essentially. And we know that 
some department stores do that sort of thing. They 
recognize that, and they try to give a limited ser- 
vice for less. So, ina way, they are maintaining 
their own discount houses, 

THE CHAIRMAN: If there was that much 
aifference in the price for an article of the same 
quality, the service upstairs must have been pretty 
expensive. 

PROFESSOR MUND: Well, the prices I have 


given are only approximate, put they are sufficient 
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for purposes of illustration, 

MR. GERIN-IAJOIE: Would you explain if 
steps have been taken in the United States against 
loss leadering and these other predatory practices 
you mentioned? 

PROFESSOR MUND: The situation in the 
United States is not too satisfactory; and in my 
opinion this situation has promoted the use of resale 
price maintenance, I think that is a factor. For ex- 
ample, in the Sears-Roebuck case involving the sale of 
sugar at less than the acquisition cost, the Federal 
Trade Commission asked for the condemnation of this 
practice as an accepted method of competition -- that 
is, the sale of sugar for less than the acquisition 
cost, without regard to the internal markup. 

The court looked at the case and said, 
"Well, you must show improper motive". You see, the 
whole thing sort of collapsed. How can you show that 
Sears-Roebuck had improper motives or injurious 
motives? 

MR. GERIN-LAJOIE: Would you explain under 
what legislation that case was brought? 

PROFESSOR MUND; It was under the Federal 
Trace Commission Act, which condemns unfair compet- 
ition, Since the Federal Trade Commission, therefore, 
by the courts was called upon to show injurious 
intent, it was not able to do so. You would have to 
have a letter saying, "I am cutting the price of 
sugar in order to eliminate the people next door." 


You have to have evidence of intent. You 
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cannot read a person's mind. And, so, since our 
courts really have been unwilling to go along with 
the Commission in condemning such competitive price 
cutting the businessmen, the independent men, have 
sought protection in some other way. 

MR. GERIN-LAJOIE;: What was the year of that 
decision? 

PROFESSOR MUND;: I have it in my notes and 
I will look it up. Shall I take time to do it now? 
Because I think I have it right here, It would only 
take a minute to find it. 

MR, GERIN-IAJOIE: Well, could you tell us 
roughly what period it was -- was it 1930 or 1940, or 
dater? 

PROFESSOR MUND: It was the late twenties 
or the early thirties; and it was before the great 
development or use of fair trade legislation, you 
see. I think businessmen sort of saw they could not 
do very much there, so they sort of turned with real 
enthusiasm to resale price maintenance legislation. 

I shall have to get that information for you later. 
I think I have it here, but I do not see it at the 
moment. 

MR. GERIN-IAJOIE: What you have given us 
is sufficient for our purposes, 

PROFESSOR MUND: Well, I will give the exact 
reference later. It is a very interesting case; and 
I feel if the courts had gone along with the Federal 
Trade Commission in condemning true loss leader sell- 


ing we might have avoided some of this great rash of 
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legislation controlling resale prices absolutely. I 
think we might have, you see. 

MR, WHITELEY: You think the fair trade 
legislation was stimulated in part by the growth of 
low-margin operators in that period? 

PROFESSOR MUND: In the main, fair trade 
legislation was the product of the depression, the 
growth of the chain store, the low markup seller. 

In the main, that was it. And the growth of the 
chain stores, further, in our country -- the United 
States -~ was stimulated by unusually low cost prices 
which they were able to induce, and by the exercise 
of geographic price discrimination. 

In other words, the chain stores did not 
really thrive on the basis of efficiency alone. 
There were some unfair practices involved, and that 
was the basis for our Robinson-Patman Act. It was 
an attempt to get at those practices which made it 
possible for the chain stores to grow with such 
rapidity. 

THE CHAIRMAN: You spoke, in the case to 
which you referred, about the need for proving an 
injurious intent? 

PROFESSOR MUND: Yes. 

THE CHAIRMAN: Could you specify what sort 
of injurious intent was required to be proved? 

PROFESSOR MUND: Injurious intent means 
that -- well, the courts said, in essence, that ir tf 
want to give sugar away, what is there to stop it? 


In other words they said that to have untare 
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competition you must show -- or the government must 
show, or the complainant must show -- that I am 
doing it with the intent to injure somebody. 

THE CHAIRMAN: To injure some other 
dealer? 

PROFESSOR MUND: Yes, some other dealer. 

THE CHAIRMAN; Or some other dealers, gen- 
erally? 

PROFESSOR MUND: Yes, some other dealer or 
dealers generally. Let us say the dealer across the 
street, or let us say merchandisers generally in the 


vicinity of the Sears-Roebuck store, The government 


was told that it was under compulsion to show intent 


to injure a competitor. And since the government 
could not really show intent, because it could not 
read the mind of Sears-Roebuck, the case fell. 

THE CHAIRMAN: I was just anxious to get 
the intent that was required under the American 
legislation so that we could compare it with the 
situation we have under our own legislation, 

PROFESSOR MUND: It is a very interesting 
case, 

MR. GERIN-LAJOIE: Would you explain what 
steps have been taken in the United States to pro- 
tect a retailer against such predatory practices as 
you have explained? 

PROFESSOR MUND: Yes. We really have no 
legislation in the United States protecting an 
independent businessman against the practice of true 


loss leader selling, when it means the sale of a 
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product such as sugar at less than the net acquis- 
ition cost, taken as such, We have tried to get at 
the situation in which there is personal discrimin- 
ation, For example the sale exercised by a supplier 
-- and that was the essence of the Robinson-Patman 
Act. 

Its purpose was to prevent the sale of a 
product bya’ larce supplier at a lower price Uo 4 
large buyer -- at a lower price to a large buyer -- 
than the price to a smaller buyer, when the price 
differential could not be justified by cost savings. 
If there are cost savings in volume buying, that is 
perfectly legitimate. But the Robinson-Patman Act 
sought to get at the common business practice of 
making price differentials, lower prices, far 
beyond that, simply because the large buyer could 
throw his weight around, and enforce it, And our 
Robinson-Patman Act was designed to prevent that 
sort of thing, But there was a joker put into 
the law. 

MR. FAVREAU: You mean it was to 
prevent the powerful operator from using that 
power to obtain prices which --- 

PROFESSOR MUND: Yes, preferential prices. 

MR, FAVREAU: --- would indicate discounts 
which were not realistic? 

PROFESSOR MUND: That is right. In other 
words the seller was placed under an obligation to 
be able to defend his price discounts by cost sav- 


ings. If he could not do that then he was suspect 
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and subject to prosecution. 

But, as I say, there was a joker put into 
the law. It was a proviso which has been interpret- 
ed by the courts -- unfortunately -- and this 
proviso states, "However, nothing shall prevent a 
person from discriminating in good faith to meet 
competition". 

So, on the one hand you condemn discrimin- 
ation and, on the other hand, you say, "Well, 
provided however that nothing shall prevent a person 
from discriminating in good faith to meet compet- 
ition," And the courts have construed that to mean 
that, even though it injures competition you still 
have your right to discriminate in good faith. 

So, in large measure the heart has been 
taken out of the Robinson-Patman Act, Im other 
words the experience of those people who have 
studied it very carefully is that if you are going 
to condemn discrimination you must condemn it with- 
out regard to good faith exceptions. You must do 
that; otherwise your discrimination legislation is 
meaningless; and in large measure that is the situ- 
ation in which we are today. 

MR. GERIN-LAJOIE; Would you give an 
example of what would be considered as good faith 
discrimination? 

PROFESSOR MUND: The Federal Trade Com- 
mission and the Supreme Court in the United States 
are working on that right now in the Standard Oil 


of Indiana case, and they are still working on it. 
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The Standard Oil Company sold gasoline in 
Detroit to a few retailers at a lower price than it 
was sold to others; and it was not able to justify 
this price differential by cost savings. And the 
Standard Oil Company said, "Well, we cut that price 
to some retailers and not to others, in good faith, 
to meet competition.” And the Supreme Court as well 
as the Federal Trade Commission said, "0. K. show 
atat 

MR. GERIN-LAJOIE: What type of compet- 
ition? 

PROFESSOR MUND: Price competition, 

MR. GERIN-LAJOIE: Do you mean in one 
vicinity and not in the other? 

PROFESSOR MUND: In the same town, Detroit. 
In other words Standard Oil Company -- this was the 
Standard O11 Company of Indiana case. It took 
place in Detroit, so far as the facts are concerned -- 
the Standard Oil Company sold gasoline to several 
hundred retailers at a certain price, and then it 
sold the same gasoline, or the same quality of gaso- 
line, to a few retailers at a lower price. 

THE CHAIRMAN: Those were in certain select- 
ed spots? 

PROFESSOR MUND: In the same town, 

THE CHAIRMAN: But in certain selected 
spots? 

PROFESSOR MUND: Yes. 

MR. WHITELEY: I think some of those retail- 


ers are also engaged in wholesaling, are they not? 
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PROFESSOR MUND: Some of them were engaged 
in wholesaling, but some of them were engaged in 
retailing alone. Some were interchanged between 
wholesaling and retailing. But the facts of the case 
were that it could be stated that they were engaged 
in retailing -- at least one of them was engaged in 
nothing but retailing. 

THE CHAIRMAN: The defence was that they 
did.it.in those localities --- 

PROFESSOR MUND; Those persons. 

THE CHAIRMAN; ---to meet competition? 

PROFESSOR MUND: Yes. 

THE CHAIRMAN: Were there other stations 
in the vicinity of those people's operations sell- 
ing at the lower price, which they met? 

PROFESSOR MUND: The fact is, we will say, 
that I got the benefit of the lower price. Let us 
say that I am across the street from you. You have 
paid the higher price, and you have been injured by 
my competition, You were injured by this discrimin- 
atory practice. You could not compete under those 
conditions because people came to me. The Standard 
Oil Company said, "We gave the low price to the 
Mund station because Mund had a chance to get the 
same gasoline, or to get gasoline from some other 
supplier at that low price." 

And that was the defence put up by the 
Standard Oil Company. The court held, "Well, 
Standard Oil should be privileged to discriminate 


to meet a lower price, even though other 
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independents are injured by that practice." And 
this decision really takes the heart out of our 
anti-discrimination legislation, 

THE CHAIRMAN: That is, in that case 
another supplier was willing to supply the filling 
station at a lower price than Standard Oil was will- 
ing to supply it? 

PROFESSOR MUND: That was the allegation; 
that was what Standard Oil said. They are in process 
of having to prove that, and they are not getting very 
far very fast. 

THE CHAIRMAN: You might think they would 


have to make that fairly uniform, if that was the 


actual fact, that if another supplier was willing to 
supply at a lower price you might think they would 
have to make the cut fairly uniform throughout the 
area, 

PROFESSOR MUND: Yes, you would think so. 
Frankly -- and I should not say "frankly"; I would 
ask to have that word stricken out -- actually, they 
are having difficulty in proving this defence. That 
is, Standard 011 is having that difficulty. And the 
case is still pending. But the principle stands; 
that is the difficulty. 

THE CHAIRMAN: I think we see the idea, as 
to how the principle might operate. 

PROFESSOR MUND: Yes; the principle stands. 
Ana if the principle stands, that it is your privil- 
ege to discriminate, even though competition is 


injured, then you are defeating the purpose of your 
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legislation, Because the purpose of the legislation 
was to prevent discrimination which injured compet- 
ition, That is the purpose of it. Otherwise you 
would not have the legislation, 

MR. GERIN-LAJOIE: What was the approx- 
imate time of the enacting of that Act? 

PROFESSOR MUND: The Robinson-Patman Act 
was enacted in 1936, during the time of the growth of 
the chain stores, 

THE CHAIRMAN: I suppose also there is 
difficulty in proving cost justification, in many in- 
stances? 

PROFESSOR MUND: Yes, it is difficult but 
it is not impossible. 

THE CHAIRMAN; And expensive, probably? 

PROFESSOR MUND: It is rather expensive; 
but many accounting firms in the United States 

10) specialize in that particular thing. They make their 
services available, let us say, to Philco and General 
Foods and United States Rubber, and so on, It is 
quite a specialized business. 

THE CHAIRMAN: Just to see how it might 
operate, does that mean that really only the larger 
companies could afford to engage in an enterprise which 
might lead to litigation in which they would be forced 
to account for the cost differential? 

PROFESSOR MUND: Yes; many of the smaller --- 

THE CHAIRMA N: It is so expensive that the 
smaller man would find it beyond his means to contest? 


PROFESSOR MUND: Yes. But the Federal Trade 
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Commission has prepared a handbook setting out the 
factors to be considered in proving cost differen- 
tials; and I think a good accountant could follow 
it. 

MR, FAVREAU; it is a recent publication? 

PROFESSOR MUND: Not too recent; I think 
probably it was in the forties. But I know there is 
a handbook out. I know they are still working on it. 

MR. FAVREAU: They are working on it? 

PROFESSOR MUND: Yes, apparently so, under 
the new administration, 

THE CHAIRMAN; Does that mean that they 
feel the difficulty occasioned by the expense invol- 
ved? 

PROFESSOR MUND: Yes, they want to make it 
easier for people to comply with the law. 

MR, GERIN-LAJOIE: Could you tell if there 
has been any other federal legislation in relation 
to these problems? 

PROFESSOR MUND: Well, the Clayton Act 
itself in 1914 sought to strike out the problem and 
to prevent geographic price discrimination. As I 
said, the A and P Company was found to be engaging 
in the practice of cutting prices in certain local- 
ities to injure local merchants, It was found that 
it made prices in certain localities which bore no 
relationship to the cost of transportation, you see. 
And the Clayton Act in 1914 was enacted to prevent 
that sort of thing. 


But, here again, the Clayton Act had in 
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it that proviso which was proved by court interpret- 
ation to be a joker. 

There must be discrimination between certain 
localities which injures competition. That is always 
in there. You have to prove discrimination, and prove 
injury to competition. When the effect is substan- 
tially injury to competition -- and we are not going 
to consider trivial things. But, as I say, when the 
effect is substantial injury to competition it is 
prohibited. And that is the Clayton Act of 1914 -- 
geographic discrimination, 

Then there was this proviso which said, 
"However, nothing shall be done to prevent a person 
from discrimination in good faith to meet compet- 
ition." So all the A and P Company would have to do 
under the Clayton Act was to say, "Well, look, we 
were simply meeting competition." 

MR. GERIN-IAJOIE: Is it your opinion that 
in such Acts there should not be any good faith 
clause at all, or that they should be worded differ- 
ently? 

PROFESSOR MUND: In my opinion the Robinson- 
Patman Act sought to get at that good faith problem. 
Many people in the Congress thought it should be 
stricken out entirely, that is, the good faith pro- 
viso, And then some Senator got up and said,"We 
must put it in, because the milk producers in New 
Jersey want it," 

THE CHAIRMAN: That would not have been a 


Senator from New Jersey, would it? 
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PROFESSOR MUND: And it was put back in. 
But it was put back in in this way -- and this is 
very interesting, I think. The Congress stated 
explicitly -- and there is no doubt about this; 
everybody in the field understands it in this way -- 
that the good faith provision was put in, but it was 
to be simply a procedural aid only. That is, as you 
gentlemen who are learned in the law will know, the 
Robinson-Patman Act condemns price discrimination 
which injures competition, Alt right. 

Then there is a proviso put in: "However, 
a person can rebut a case -- that is, a prima facie 
case -- against him by saying that he has shown good 
faith," And the Congress has said that if I am 
accused of discrimination which injures competition, 
then I should be privileged to rebut that case. I 
can say that I did it in good faith, That is my 
answer, And it is all right if you can show that. 
But then, you see, the government should have the 
privilege of coming back and saying, "Well, even if 
you did it in good faith, there is injury to compet- 
ition." And that is what we want to stop. That is 
the way everybody thought the law had been written, 
and should have been interpreted, 

But the Supreme Court went off at a tangent, 
and it is all bogged down in deep water now in the 
Standard Oil case -~- which is not yet settled, Once 
you begin to permit discrimination, even though it 
injures competition, the Chl 35. 1105.. 

MR. GERIN-LAJOIE: So your opinion is that 
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good faith should not be, by itself, a sufficient 
der ence? 

PROFESSOR MUND: Right. 

MR. GERIN-IAJOIE:; When an injury to com- 

petition has been proved? 

PROFESSOR MUND: That is right, because if 
you wish to preserve competition that is the whole 
purpose of it. Otherwise you would not have the 
legislation, 

MR. WHITELEY: Do you think there is a dis- 
tinction between injury to competition and injury to 
a competitor? 

PROFESSOR MUND: Well, some people make 
that distinction, I, personally, would not want to 
pe that charitable. I feel that if there is dis- 
crimination and somebody is injured by it that person 
is entitled to relief. I think it is a law to make 
it possible for efficient people to stay in business, 
if they are efficient. 

MR. GERIN-LAJOIE: Is there any other fed- 
eral legislation on the subject? 

PROFESSOR MUND: No, I believe not. 

MR, GERIN-IAJOIE: Do I understand there 
is legislation in the various states? 

PROFESSOR MUND: Yes, many of the states 
have legislation prohibiting discrimination; but 
with this proviso: "In good faith, to meet compet- 
ition." And the state laws have been interpreted 
to observe the liberty of the person to discriminate 


to meet competition, So that the state legislation 
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is dead, 

MR. GERIN-LAJOIE:; Are you talking about 
so-called fair trade legislation, or something else? 

PROFESSOR MUND: No, I am talking about 
the state legislation which is comparable to the 
Clayton and the Robinson-Patman Acts -- state laws 
which condemm price discrimination, 

The state of Minnesota had a very interest- 
ing law which made it impossible for a creamery to 
pay more for butterfat in one locality than it did 
in another locality, after taking due account of 
transportation differentials. This big creamery 
would go into a locality where a co-operative was 
working and bid up the price, and hold down the 
price where it had no competition, and just ran the 
co-operatives out of business. 

So the State of Minnesota passed a law say- 
ing that it would be illegal to discriminate in the 
purchase of butterfat or any other product by paying 
more in some areas than in other areas, after taking 
due account of transportation differentials: period, 

That law went to the Supreme Court and the 
Supreme Court held it to be unconstitutional because 
it restrained the liberty of a person to discriminate 
in good faith to meet competition, And since the 
Fairmont Creamery case, which was in the late 
twenties, the State of Minnesota has not done a thing 
to enforce this anti-discrimination statute; and that 
holds true of the forty-eight states, The anti- 


discrimination statuteSin the forty-eight states 





arlt on  staeetqmon wx eehemastoandile eats end 

awe edna <> adok ambos io ommbdon edd bas aotyets 

|  wordanbatras soltg ama haes Holdw 

-jesredat yrev 8 bad stoasaalh Bt) ogo eit 

od} veanfion® g xbt oTdbeaogt BE ebsn dotdw wat gat 
arb” 3 ‘pert yitisoot orto ak ‘yeurodaud ao) Srom Teq 
to dugo.o8 sub gatiss 1925S cwttaoos rod OS at 

CLAN BHO std ann efatiaorat Dre "goa sesuoqeaend 
8 BW ouldamags-99 2 sislapiie yatraool & oda oq bluow | 

" gad hwob Siow bas sont oda gu big Sas aataicow 
any eet J Jan! bers old Baqnoe on fad tt ort oo tng 

| .agsaiand 1 Bye agy ti ereqo-09 

— wal # besesqy BiosenniM to athe arid 08 

“oat ot Stentatroeth oF fegetct ed blyow tt gadd got 
anigeq ¥d ae eso wane 0 Jetsodtud 30 aaadotsg 
git tae’ THITS .aseTs qgefido at nas seas omoe at oom 
bored seLabdnons tt “ap bamdeoqasiosd ‘to anyoo08 — 
ont pate sid “onload oid =) “stow wat said? 
seusood ano ud ivenoom rr of : pled §a000 emerge & 
* sencstmbroals ad af iso & te ‘wiredt oxi? beatexjeer ot 
it [7 a0 not toque Joom of Httst booa at 

“git ot esw dota 9885 yremseno Saomehst 
rob dor vale sdoeeaniin qo edade edd ,sotstowt 
. os) cadgdes ‘postaaimbroetd-tsns atdd soroMs. of 
= te Mm addede Ingto-ysx0? edt to acrd @Lod 
gists adgte-qix0? odd at mtusede aobiemtntronsth 














: The a ae 


a 
kor.) 
— 

- 





Ses 


Professor Mund 


are dead, 

THE CHAIRMAN: Have practically all the 
States anti-discrimination statutes? 

PROFESSOR MUND: Practically all the states 
have anti-discrimination statutes: but they are dead, 

MR. GERIN-IAJOIE: When you say they are 
anti-constitutional, do you mean against the con- 
stitution of the United States? 

PROFESSOR MUND: Yes. 

MR. GERIN-IAJOIE: Not against the federal 
legislation itself? 

PROFESSOR MUND: No, The fifth and four- 
teenth amendments of the Constitution of the United 
States say that no act shall be taken by the federal 
government over a state government to deny life, 
liberty or the property of a person, And here it was 
held that you had a liberty to discriminate, 

THE CHAIRMAN: In good faith? 

PROFESSOR MUND: In good faith, yes. And 
that is stretching the word "liberty" too far, in my 
opinion, 

THE CHAIRMAN: I suppose that even in that 
case, in Minnesota, if it could have been shown that 
a higher price in the area in which the co-operative 
was competing was instituted for the purpose of putt- 
ing the co-operative out of business, it would still 
have been able to get --- 

PROFESSOR MUND;: Yes, because they were 
simply meeting competition, 

THE CHAIRMAN; It would not be simply meet- 


ing competition if you showed the purpose was to put 
























taotese pedtent eit, ‘0 pias 
Br) lg | 
Lanobat pee tenkegs 2ou PATOLAL- BIRO, «. 
| sateatt phoma 
10% Bae Aittt st .ch. CHUM, AOBBTAORA hae : 
bediay arid to aardigticand® ed? to edimemhnoms a3eod 
penenet ay yd sSepliet od [fata gos on acts Sa -padsd2 
,OTLe prob of ,daemireves etate S sevo Imemirsvog: 
sew td ere bak ,poeted. gs to yiteqotg ond co ystedtt : 
eakmiroath: od yixodtt 8 bed yoy dadt bled 
| stots boog AT MAMALAHO BHT 9 oy) 1 
bara AS Pinas boon at > dMUM AOLZEIORT 
eae ast oot “yinedtLl” bow edd gnidotonda et dary 
Motatgo 























«20.88 


gedd at seve, sats iain | fettano, sr 

darts nora Bead, aver bluqo $f Tt. _StosoaniM ak sao 

ovis anego-99 aclp plokrie al S9t8 oft nt soltg tedgtd & 
_ iteg 40 sagazng, odd 102 bedudttant cow getieqmos san 
Ai, Sener oiuam ideale to Yue eviterege-o9 od, gat . : 

call I) ‘a a aa ah iene dog oF a ee . 7) 
D idecmatial 00% 9am AOBRSTORG 
Pniolg 5) 0). qtobseteqmos gatieon, seionte 
m Xiqute, ed You Sivow JT sMAMALAHO, a 
gi ame seoqtuG elt beware voy 2 sotdtteqnoo me 


“ i a an | | ‘al 


7 Aree | 
oe 7 > oo : = iN eo 


as 


32) 


-~3199- 
The Chairnan 


them out of business, 

PROFESSOR MUND: Yes. The trouble was 
that you could not show that purpose unless you had 
some sort of statement or letter saying, "I am doing 
this to put that man out of business." In the 
absence of such a statement, then my motives are 
innocent, I am simply trying to do business there, 
and I have to bid up the price to get the cream. Or 
I might have to bring down the price to sell bread -- 
do you see my point? Until you can get something on 
me, where I tell somebody, "I am going to get that 
By ee 

THE CHAIRMAN; In other words, you have to 
get some fairly solid evidence? 

PROFESSOR MUND: Yes. You have to have 
fairly solid evidence or otherwise the court will 
not find illegal motives. This, of course, makes the 
good faith idea or the motives idea impossible to use 
in the field of business regulation, 

In my opinion in the field of business reg- 
ulation we have to study business practices and 
effects. We cannot go into the question of motives. 
Perhaps that is all right in connection wth criminal 
law, or certain other fields, about which I know very 
little. But in business practice we have to consider 
what the practices are, and their effects. But you 
cannot go into the field or the question of clair- 
voyance and motives. 

MR. GERIN-IAJOIE: Professor Mund, I 


believe you have been considering up to now 
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particularly price discrimination, Is there, or has 
there been any legislation to cover loss leadering, 
or --- 

PROFESSOR MUND: In order to get at the --- 

MR. GERIN-LAJOIE: They can be price wars 
more particularly at the retail level. I understand 
that the price discrimination is mostly in the ver- 
tical rather than the horizontal line, from the 


wholesaler to the retailer, or from the manufacturer 


_to the wholesaler, Am I right in that, that price 


discrimination happens mostly when some goods are 
sold by a manufacturer to a wholesaler or retailer? 

PROFESSOR MUND: Yes; discrimination exists 
between customers of a manufacturer, or in relation 
to a competitor of a manufacturer, you see. And that 
is where the discrimination usually arises. We have 
SOught to get at the forms of discrimination, geo- 
graphic and personal, But our efforts have not 
been very successful, in the main, We have no 
direct legislation against loss leader selling as 
such, as I have defined it. 

MR. WHITELEY: You are speaking about the 
federal level. 

PROFESSOR MUND: Yes, the federal level -- 
and the state level, too, for that matter, 

MR, WHITELEY: Well, you have the Acts 
with respect to selling below cost. 

THE CHAIRMAN: Minimum markup. 

PROFESSOR MUND: I would have to check all 


those statutes again, to be sure whether for the most 
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part sales below cost statutes have in them the pro- 
viso, "And done with the intent to injure compet- 
ition." For the most part, I would have to check all 
those laws again to be sure whether that proviso was 
or was not there. But, I believe it is there. 

THE CHAIRMAN: We have been informed that 
in some thirty states they have legislation of that 
type which prohibits sales, with certain exceptions, 
below cost -- usually plus 5, 6 or 10 per cent 
markup. 

PROFESSOR MUND; But with the added pro- 
viso, "With intent to injure competition." I believe 
forthe most part that is’ there. “I think for the 
most part that is there. 

THE CHAIRMAN: What is your view about the 
operative effect of those statutes? 

PROFESSOR MUND: Well, my study of them 
indicates that -- certainly in the State of Washing- 
ton, which I have studied very carefully -- the law 
is inoperative. I believe it is inoperative -- the 
laws are inoperative in most of the states -- because 
of the difficulty of proving that a store had the 
intention of injuring competition, 

In my opinion the sales below cost statutes 
which exist in some thirty states are used primarily 
by trade groups themselves to harass a low-markup 
seller. A state group, or a district, or a state 
attorney will call upon a low-markup seller, or 
even a loss leader seller, and say, "Look, there is 


this legislation. We can take you to court on it, 
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Professor Mund 


and you ae under obligation to show your costs 
and justify them. Why not do the right thing and 
stop 4t.7 

Still the legislation is used primarily 
by the trade groups themselves to attempt to police 
their own industrial group. 

MR. GERIN-LAJOIE: Is it used to a large 
extent in that manner? 

PROFESSOR MUND: To the extent that they 
are used at all, in my opinion they are used in that 
manner. 

THE CHAIRMAN: Do you know whether the use 
in that manner is effective? That sort of thing 
would not appear on any public record, I suppose? 

PROFESSOR MUND: No, Actually I think 
probably it is effective among smaller concerns. I 
think that they attempt to -- when they attempt to 
take on big chains such as Safeway or A & P they find 
themselves involved in a court case, and they want 
to avoid that. So that I think the legislation has 
not been effective against the big chains. 

THE CHAIRMAN: It has been effective only 
in cases where the persons against whom it is 
directed are unwilling or are unable to face the cost 
of litigation? 

PROFESSOR MUND: That is right. I think 
for the most part the big chains really do not want 
to engage in true loss leader selling, for the ec 
most part. They want to sell shortening with a low 


markup, but I do not think they want to sell it ror 
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less than the laid-down cost. I do not think the 

big chains want to do that. They endeavour to en- 
gage in a reputable type of merchandising I think, 
nowadays. 

THE CHAIRMAN; With regard to the harass- 
ing efforts, would you think that legislation may be 
used in that fashion in cases in which it is by no 
means certain that the individual who is harassed 
has actually broken the terms of the statute? 

PROFESSOR MUND: I think so, yes. He is 
simply a low markup person, and they do not like 
that type of competition, They feel that he is out 
of line. 

THE CHAIRMAN: And he is forced into line 
in cases where he is not breaking the statute? 

PROFESSOR MUND: Yes; there is much evid- 
ence to indicate that. The federal anti-trust 
division, as a matter of fact, has brought perhaps 
a dozen or more cases against wholesalers and 
retailers who have been found to have used the law 
for that purpose -- for bringing people inte iine; 

I know in one California case it was found 
that the trade association kept sending out reports: 


" You must 


"Do not sell eggs below a certain price. 
not do that. And it has been established that this 
is the proper price. Sol would say that there is 
evidence to indicate that the laws have been used 
to bring about monopolistic restraints on price 


competition, 


THE CHAIRMAN: Referring to eggs, if the 
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price was fairly uniform so that they were able to 
say, "It has been established that this is the 
proper price" in general, that would still not be 
effective, would you say, with regard to a partic- 
ular merchant who might be able to secure eggs at a 
somewhat lower cost, and might have other means 
which would enable him to sell at a lower praca: 
But you think that even in those cases, pressure 
would be exercised upon him? 

PROFESSOR MUND : Vesh, 

THE CHAIRMAN: And he might be forced 
into line, for fear of litigation? 

PROFESSOR MUND: The practice is to 
strike upon or hit upon a sort of common price -- 
for gasoline at the retail level, or £or eges, CF 
for sugar, or for clgarettes -- and to look upon 
anyone else who is selling below that price as a 
chiseller or an unethical dealer. 

THE CHAIRMAN: Would you say it is used, 
then, as a harassing method to prevent any price 
differentials? 

PROFESSOR MUND. Yes. 

THE CHAIRMAN: Eliminating price competition, 
in other words? 

PROFESSOR MUND: To the extent that the 
practice is used, they seek to find a common level, 
one price for an :area. That is what they seek 
Lo, do, 

THE CHAIRMAN: By this harassing method? 


PROFESSOR MUND: Yes. 
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MR. GERIN-LAJOIE: Now, Professor Mund, 
have you any resale price maintenance legislation in 
the United States, either federal or state legis- 
lation? 

PROFESSOR MUND: Yes. Some forty-five 
states have resale price maintenance legislation, 
And, in order to permit the making of resale price 
maintenance contracts in interstate commerce, we have 
a federal law, the Miller-Tydings amendment, which 
sanctions the making of fair trade or resale price 
maintenance contracts in interstate commerce, when a 
local state authorizes such a contract. 

And then we have the more recently enacted 
McGuire Act which adds the non-signer clause legis- 
lation, 

MR. GERIN-IAJOIE: Would you explain what 
that clause is? 

PROFESSOR MUND: The non-signer clause? 

MR. GERIN-LAJOIE: Yes. 

PROFESSOR MUND: The non-signer clause is 
a provision in the state and federal legislation which 
declares that when a manufacturer of a branded product 
makes a resale price maintenance contract with one 
wholesaler or one retailer, and gives notice thereof, 
every other wholesaler or retailer of a given state 
is bound by that contract, even though he has not 

15) Signed it. 

THE CHAIRMAN: The method, as I under- 

stand it, is that where the state law contains the 


non-signer clause, the McGuire Act makes that 
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The Chairman 


effective in interstate commerce? 

PROFESSOR MUND: Yes, that is right. 

MR. GERIN-IAJOIE; Would you say if all 
state legislation has that section providing for . 
the non-signing clause? 

PROFESSOR MUND: I believe that all the 
forty-five states having fair trade legislation 
include the non-signer clause in the state statute. 
California was the first state to devise such a 
feature, the non-signer clause; and the California 
provision was copied, even to the mistakes in pune- 
tuation, by most of the other states. So I would 
say that all of the forty-five states have it. 

However, in three of the states their 
Supreme Courts have found that the non-signer 
clause is unconstitutional to their police powers. 
So that presumably the non-signer clause is inoper- 
ative in those three states at the present time. 

MR. GERIN-IAJOIE: When was the first 
statute of that type providing for fair trade prac- 
tice passed? 

PROFESSOR MUND: Fair trade in the United 
States, I believe -- California enacted the first 
statute in 1930. But the non-signer clause was, I 
think, in 1933. And it was not until the non-signer 
clause was added that fair trade became a potent 
device in our country. 

In the United States the non-signer cla use 
is looked upon as being the heart of fain. trade. 


MR, GERIN-LAJOIE: Now, in practice would 
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you explain if your fair trade legislation applies 
to all goods or to certain classes of goods more 
particularly -- I mean in actual practice. The 
legislation I understand does not make any distinc- 
tion between classes of goods, does it? 

PROFESSOR MUND: It applies to all branded 
merchandise. It is a permissive statute. A manu- 
facturer of a branded product is permitted to fair- 
trade his products if he so desires. 

Actually, not all sellers of branded mer- 
emanates choose to use the legislation, not all of 
them. In varticular resale price maintenance is 
not used in the sale of seasonal or highly stylized 
merchandise, such as women's dresses. The business 
practice in connection with merchandise of that kind 
is to advance the price as much as you can at the 
height of the season, and then to reduce the price 
as the season advances so as to clear the stock. 

After the 4th of July, or something like 
that, the prices come down sharply. Then, secondly, 
resale price maintenance is rarely used in connec- 
tion with such branded products of automobiles, 
television sets, radios, electric washers -- 
pecause of the fact that it can be circumvented 
through excessive trade-in allowances. Very 
frequently it is not used on high priced or high- 
ticket lines, in which you have a trade-in as a 
pasis of merchandising. 

MR. GERIN-IAJOIE: Do you mean that even 


large companies such as, let us say, Westinghouse 
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will not apply the fair trade legislation on washing 
machines? 

PROFESSOR MUND: They may not. If there 
is a trade-in problem involved they frequently do 
not. 

MR. GERIN-LAJOIE: In practice you say they 
frequently do not? 

PROFESSOR MUND: In practice they frequent- 
ly do not, where there is a trade-in involved, 
pecause a local dealer can circumvent that price by 
an excessive trade-in allowance, They may have a 
suggested list price, but that is as far as they may 
gO. 

THE CHAIRMAN: What is the position with 
regard to cigarettes? 

PROFESSOR MUND;: I do not know too much 
apout the merchandising practices in connection with 
cigarettes. 

THE CHAIRMAN: I have seen some statements 
to the effect that cigarettes have not been fair 
traded. 

PROFESSOR MUND: Yes. 

THE CHAIRMAN: I wonder if you are familiar 
with that situation, 

PROFESSOR MUND: In some states there are 
minimum markup laws for cigarettes, and in some 
cases the cigarette wnolesalers wake frequent use of 
these sales-below-cost statutes. Also,Gabwkhe 
wholesale level there appears to pe .Lugeie price 


competition in the case of cigarettes, Cigarettes 
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are sold by the producers on their own price basis. 
Every manufacturer has the same factory price. The 
cigarettes are sold freight-allowed to destination; 
freight-allowed-prepaid; so every wholesaler gets 
the same cost price. Then it is common for many 
wholesalers to decide on a uniform markup, under 
various state laws. And so the variation in the 
pricevor cigarettes} te thesextent thal is.exists, 
occurs. a vethe retail level, 

THE CHAIRMAN: Yes; and I think Canadian 
travellers would think that they have found some 
variation, 

PROFESSOR MUND; Yes. 

THE CHATRVANs; «At thesretail level. 

PROFESSOR sMUND?" .Yesicat the retallilevel. 
Apparently efforts have not been made to control at 
that level. 

THE CHAIRMAN: It would seem, so far as 
your knowledge goes, that attempts to control it 
have not been under fair trade legislation but under 
these other statutes which have been referred to. 

PROFESSOR MUND: Yes, these other statutes 
and business practices -- the practice of the zone 
system of selling, with the price identity by the 
major producers of cigarettes. So you get a 
uniform factory price and a uniform wholesale price. 
Tt.is, held right down to that. level. /t the retail 
level, where the markup is very little, anyway, you 
do find variation. 


And, one other point, Fair trade 
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Professor Mund 


legislation is not used in the case of branded prod- 
ucts which are perishable, such as branded hams, for 
example. 

THE CHAIRMAN: Swift's Premium Hams? 

PROFESSOR MUND: Yes; the Swift Company 
would not use it there, interestingly, because -- 
welwye they have toscupicne) price ianyorder to move 
at. You either -selluit or smell it, aspthey say. 
And they have to cut the price in order to move it; 
and no one wants to use resale price maintenance 
there either at the wholesale or the’ retail level, 
They realize that this stuff has got to be moved 
into consumption, and that you have to cut the 
price to dovLt, You cannot wait. 

MR. GERIN-LAJOIE: Would you say there is 
gaveve Limited field /or- articles: where =-— 

PROFESSOR MUND: I made a study of the 
articles which are mainly sold under resale price 
maintenance, Would you like me to read that list? 

MR. GERIN-IAJOIE: Just the categories, 

Lf -yourwould, please: 

PROFESSOR MUND: The categories -- the 
principal fields in which fair trade is important 
are the following: automotive parts and accessories, 
alcoholic beverages, books, music and publishing 
materials, clothing and wearing apparel, cosmetics, 
drugs -- it is very prevalent there -- electrical 
appliances, steam irons, Toastmasters and Mixmasters. 

THE CHAIRMAN: Small appliances? 


PROFESSOR MUND: Yes, small appliances. 
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Then, there are certain home furnishings, house- 
wares, hardware and paint, jewelry, watches and 
silverware, photographic supplies, stationary and 
Office supplies. cextiles.. in some cases: tobacco 
and smoking accessories, toys and sporting goods. 

MR. GERIN-IAJOIE:I notice that you men- 
tioned clothing and wearing apparel? 

PROFESSOR MUND: Yes.. For instance, this 
suit I am wearing, Botany 500, was sold under 
resale price maintenance, Botany 500 is a fair 
traded product. This means that every retailer 
in the state of Washington must sell this at a 
certain minimum price or, under our present legis- 
Lavon, Atl a ClLven sid pula ted price. 

THE CHAIRMAN: A maximum, as well as a 
minimum? 

PROPESSORUMUND = ives.) (The presente leris= 
lation makes it possible to set the minimum price 
Orr he “sti pudeated) price. 

MR. FAVREAU: That is for men's wear, 
principaliy, J suppose? 

PROFESSOR MUND: Do you mean the use of 
resale price maintenance? | 

MR, FAVREAU; Yes. 

PROFESSOR MUND: I believe so, yes. I 
think women's wear is too much stylized; it is not 
used there. 

MR. GERIN-IAJOIE: Then, Professor Mund, 
would you care to give your opinion as to the value 


and the effect of resale price maintenance in the 
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Mr. Gerin-Lajoie 


United States, as you know it? 

PROFESSOR MUND: You have referred to the 
value and the effect? 

MR. GERIN-IAJOIE; Yes, in your opinion, 
as to the working of resale price maintenance. 

PROFESSOR MUND: Perhaps I can get at 
your question fairly briefly and in an objective 
fashion if DT may do so" -— and. 1 shall try to do so 
-- by indicating the arguments made for the practice 
of fair trade, and then the observations with res- 
pect to those arguments, or possibly the arguments 
against the practice. I can group my discussion 
Unger Six CcavecOries, S2 tnink he can GO Cy brier iy: 

MR, GERIN-LAJOIE: Very well, you may pro- 
Ceca. 

PROFESSOR MUND: The fair trade people 
Suggest that the practice of resale price mainten- 
ance actually promotes competition. They point out 
that you cannot fair trade a product unless there is 
a similar one, So that the presumption is that 
there is competition then, and private brands come 
into use. Many OUULeUS are encouraged, so 10 ‘ts 
said that the practice promotes competition, 

The experience we have had shows clearly 
I would say that resale price maintenance restricts 
and destroys price competition at the retail 
level. 

If a group of merchants selling baby food, 
for example, were to agree on. the price of prepared 


paby foods, it would be illegal under our Sherman 
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Professor Mund 


Act, the Federal Trade Commission Act, and also 
under your combines law. Whereas, if the same 
group Of merchants in the province of British Colum- 
bia or the Dominion of Canada were to be privileged 
UOMDiLs a5 price uncer resale: price maintenance legis-— 
lation, or to have resale price maintenance con- 
tracts, then you would have a situation where the 
practice would be legal and enforceable in the 
courts. So that actually resale price mainten- 
ance legalizes business practice which otherwise 
would be illegal both under the common law and 
under the statute law. | 

And there is also a tendency in our 
country for several manufacturers of a fair traded 
product, such as baby food or canned meat for 
pabies -- to take an example -- to have the same 
wholesale price as well as the same resale fair 
trade price. So that not only is competition 
restrained on the part of all retailers of a given 
product, but there is a tendency for competition 
to be restrained among the manufacturers of like 
products. 

MR. FAVREAU: That is done through price 
leadership? 

PROFESSOR MUND: Yes, price leadership 
and price following. 

THE CHAIRMAN: I think perhaps this dis- 
cussion will take some little time. 

PROFESSOR MUND: Perhaps I should not go 


into it thoroughly. 
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THE CHAIRMAN: We would like to have you 
discuss it thoroughly, but I believe our reporter 
may be reaching a state of exhaustion, and it might 
be wise at this time to have a brief recess, if that 
would be satisfactory to all concerned, 

--- Recess, 


OO veSsumiune 


THE CHAIRMAN: Professor Mund, you were 
beginning to give us some of the reasons of those 
who support resale price maintenance and fair trade 
laws. 

PROFESSOR MUND: Yes, and the arguments 
of those who oppose the practice, 

THE CHAIRMAN: Yes. 

MR. GERIN-IAJOIE: Professor, you were 
dealing particularly with the first aspect of re- 
sale price maintenance, which you have called com- 
petition, 

PROFESSOR MUND: Yes. I concluded that 
the use of the practice operates to restrict and to 
restrain price gompetition at the retail level; and, 
in general, I would say that the opponents of the 
practice believe that while there may be some evils 
which should be corrected, the restraint of price 
competition at the resale level is too big a price 
to pay, or that it is going too far in an effort to 
curb certain evils which my exist. 

MR. WHITELEY; Would you say there is any 
general agreement among American economists on that 


point? 


at a? 


Se 
; bit 


> Vie ¥ rm a i 4 
‘ Hs a pei ea Le AP ee 
> 7 as?) >, ne | ‘ 
i! aw, ct <i 


Sih eel eer a 


my 
1 7 “ ar BY 


ine a ae: Leena. inns ‘oe 
~ i oe fing Ai gH Dies Ln ashi 





48) 


me er Or 


PROFESSOR MUND: I believe that in general 
American economists are more unsympathetic towards 
resale price maintenance, in. the. tariff than they 
are towards many other business. practices, such as 
besinge. points,on zone pricing. 

Briefly, I would answer the question by 
saying that I believe a great many American econom- 
ists look with disfavour upon the practice of resale 
price maintenance, 

THE CHAIRMAN: Would you say it is the 
preponderant economic view among economists? 

PROFESSOR MUND: iIt is difficult to state 
that, not having made a survey or not having issued 
a. questionnaire. But, on, the basis of the Jiterature 
Towould beoinelined tol say that. that,is 4a fair state- 
mMenv. 

Then, a2 second point commonly made by the 
advocates of resale price maintenance is that the 
practice makes possible mass distribution, It is 
said that mass distribution is necessary in order to 
have mass production or large-scale production of 
standardized articles such as steam irons, and the 
like. 

Lt. is..felt that, 1f steam irons are to be 
distributed on a widespread basis there must be many 
retail outlets. And by having an aGtracvuve. neva t 
markup, common for all, it will be possible to 
interest a great many retailers to take on the sale 
of steam irons, for example. 


It is also reasoned by some that price 
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competition, in the case of certain branded articles 
such as steam irons, leads to a merchandising monop- 
oly, that extreme price competition brings a few 
low-markup dealers to the forefront and others are 
driven out of the market, it is sometimes said. 

it is said that you have a situation where 
a few may control the market. However, there is 
Little statistical evidence on this) point. During 
the thirties it was alleged by the concerns wanting 
these sales-below-cost statutes that those statutes 
were necessary in order to prevent monopoly. What 
do they mean by that? 

19) The evidence indicates that what they 
meant was that in order to prevent the growth of 
chain stores -- in other words, chain stores were 
called a monopoly, you see. Now, today --- 

THE CHATRMAN: Were they afraid that chain 
stores would drive the independent storekeeper out of 
business? 

PROFESSOR MUND: Yes, that was the situ- 
ati0n.. The situation wasenot one ofva fear’ of a 
monopoly as such; it was the fear of the growth of 
a different type of merchandising arrangement. And 
so, likewise, today people claim that price compet- 
ition might lead to merchandising monopoly, and in 
doing so they really have in mind that price compet- 
ition may lead to the growth of, let us say, low- 
markup discount houses, to the disadvantage of the 
established department stores or the high-markup 


retailers. 
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itids mot monopoly.they fear, but it is 
the growth of the low-markup retailer. I think that 
is what they fear, really. Of course, actually, 
you see this problem every day. When Canadian 
lumber enters the United States the domestic pro- 
ducers throw up their hands in horror and ask for 
the government to intervene. And here, when some- 
pody else gomes along and offers to sell a product 
for less, the tendency is to go to the government 
and cet relier. 

Ordinarily the businessman does not like 
government intervention, but here they are clamour- 
ing for it. It is a very curious situation, But 
I would say that, in further criticism of this 
point, the markup which is commonly offered is high 
and it is attractive to retailers but this tends to 
keep many inefficient retailers in the field. Also, 
the more efficient retailers who are able to sell 
for less find they are not permitted to sell for 
less; and in order to be competitive with everybody 
else what they do is to go in for cost raising 
methods of competition, such as expensive wrappings, 
gift wrappings, elaborate store furnishings, many 
services such as delivery, high class clerks, 
expensive store signs, soft music -- aid toese 
things which really do the consumer very LAGL Le 
good and which many people really do not want, 

Ana so I would say that the practice of 
resale price maintenance may induce cost-raising 


methods of doing business. Actually very few people 
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like competition, and when you have the growth of 
competitive areas -- the chain stores in the 
thirties and the discount houses today -- there is 
a tendency to resist, if you can. And I think we 
must look upon the efforts to get resale price 
maintenance, in part as an effort simply to resist 
competition, which everybody would like to chee ake 
he could. The question is whether he should. 

THE CHAIRMAN: When you say that very few 
people like competition, do you mean that very few 
people like to be forced to compete themselves? 

PROFESSOR MUND: On price, that is right. 
Very few businessmen, I should say, really like to 
see price competition, if they can prevent it. The 
thing is that in many cases you cannot prevent it, 
so you adjust yourself to it. 

THE CHAIRMAN: Most of them express faith 
DMCOMDCCLULON, 

PROFESSOR MUND: Yes, they do. I think 
businessmen really do -- and I think wisely so. I 
think they see clearly that it is sound public 
policy, because if we do not have it then the alter- 
natives are not attractive. If we do not have 
effective competition, then we are likely to have 
some form Of public contr 1 or public ownership, and 

20) the alternatives are far worse, I am sure. So 
that certainly, in our country, in the United 
pLabes, businessmen publicly declare cthely faith in 
and their support of competition, They really 


do. 
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THE CHAIRMAN; But in practice --- 

PROFESSOR MUND: in practice they. think 
Liets ae pood thing for the other fellow, but for 
themselves yoheysmayanot dike 1t,.- But. that «is .only 
human nature. They sometimes have difficulty in 
seeing the stores. for, the trees... But. I think that 
on principle they realize that it is a sound prin- 
Ciple they may nobel ike 1eunder certain, circum 
stances, but --- 

MR. WHITELEY: In mentioning this aspect 
of the problem, you first dealt with the argument 
that resale price maintenance is necessary to 
secure mass distribution? 

PROFESSOR MUND: Yes. 

MR. WHITELEY: Have you any comment to 
make on that particular point? 

PROFESSOR MUND: Well, I think the making 
of attractive markups does encourage widespread 
handling. There is no doubt about that. However, 
that is only one side of the coin, You have to look 
at the Other side,.,voo, in all these things it is 
just a matter of weighing the case for and against. 
I believe the case against in this instance out- 
weighs the advantages which may be found in mass 
distribution, namely, the practice tends to keep 
in the field many people who really are not 
efficient. Then the high markup just attracts 
everybody to try the product. So that too many 
people enter the field and too many people sare 


sort of kept on when they really are not efficient. 
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Also it induces cost-raising methods of doing 
business, which I think are not in the public inter- 
CEUs 

MR. FAVREAU: It may also explain the 
high rate of bankruptcy. 

PROFESSOR MUND: It may very well do that, 
because people are attracted in and they find that 
they really cannot: dovit. Then the high markup 
attracts the carrying of the product. The chain 
stores have gone into drug products, you see. And 
the dime stores have gone in for drug products. The 
drugstores do not like that. So that you do get a 
mass system of distribution; but the question is 
whether that is really in the public interest -- 
whether it is in the public interest. or not. 

MR. GERIN-LAJOIE: Professor Mund, can you 
Say Li ‘the actual practice inathe untairetraded 
states shows that discount houses may go for a 
smaller distribution of goods and put out of 
pusiness, or drive out of business -- it may 
be not as bankrupts, but just as disinterested 
retailers -- a certain type of business which 
exists. Do you know what I mean? 

PROFESSOR MUND: I think this may be the 
appropriate time to discuss that subject. Frequent- 
ly when the high markup retailer sees the business 
going to the low markup dealer they attempt to 
resist that, and they have certain means at their 
disposal -- they have certain tools or instruments 


which they can use. They can refuse to buy from the 
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manufacturer; they can refuse to push; they can 
refuse to demonstrate, They have certain means at 
their disposal; and the use of these tools or these 
techniques by high-markup retailers may very well 
cause consternation on the part of the manufacturer. 
He may be concerned about that, 

The question is how do we appraise this 
Situation? How do we appraise it? Well, we might 
discuss this matter of the use of high-markup 
attractive stores to introduce new products or to 
demonstrate new products, Commonly, in introducing 
a new type of sausage, or a soup, or an appliance, 

a manufacturer may select an outstanding department 
store and use it as a means of introducing the prod- 
UCU ep oney site tO do 1t that wav, they really de. 
And the large department store may say, "Well, if 

we are going to do this thing we would like to have 
a little protection by way of price, We would hate 
to introduce it and then see the house down the 
street selling it for a low markup and getting the 
business, after we have done this. How about 

this situation?" 

Well, in the first place I think many of 
the manufacturers seek out the better class of 
stores to do this sort of thing. And it is a prob- 
lem -- it has been a problem in our country -- } 
because they have not been willing to use the smaller 
merchants for the same purpose. 

In 1936 in the Robinson-Patman Act the 


Congress provided by legislation that when allowances 
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are made for demonstrators and sales promotion in 
the large stores -- and they are the ones who tend 
to get these allowances -- they must also be allowed 
on a professional basis to the smaller retailer. Goo. 
We had to adopt legislation to make that possible. 

Now, that means this, that if a la ge 
store buying $1,000 worth of merchandise gets a 
demonstrator's allowance of $100, then the small 
store buying $100 worth must be given an allowance 
or $10. 

THE CHAIRMAN: Even though there is no 
demonstration? 

PROFESSOR MUND: That is right. And then 
it is up to the manufacturer to see that he gets 
something for his money. In other words, the small 
merchant takes the position that he would like to 
demonstrate. They would like to do these things, 
too, but they are not getting the o pportunity. And 
we have had to provide by law that they be given the 
Opportunity. 

So that it seems to me that this argument 
that high markups are necessary to ensure demonstra- 
tion is not a sound argument, I think that anybody 
selling a product would like to demonstrate sire gh a Bh ie 
he had a chance, or would be willing to demonstrate 
to’ the extent that that is necessary. 

But fOr the moose part i think whic deme 
stration mostly takes the form of display. There is 
not very much teaching done. I think the book of 


directions or the ads do most of the teachings: I do. 
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And it seems to me that the problem is largely one 

in which the large retailers have at their disposal a 
certain device which they can use to put fear into 
the heart of the manufacturer, And the manufacturer 
is concerned about that. 

Now, my thought is that maybe this is 
Simply, in part at least, a form of competition, 

That is the way in which competition operates. Some- 
body can do it for Jess, and he comes into the field: 
and this has always hurt the established people. It 

has always hurt them. Nobody likes to see it happen, 
and it is always resisted if possible. 

The woo] people did not like to see cotton 
come in. That was back in the time of Adam Smith, 
you see. And today the wool people in Australia are 
reluctant to. see the artificial fabrics coming in 
the market -- and so it goes. 

To.is jJustea matvcer Ot mesisting. “You 
bry tO geb a taritf or you try vo get resale price 
maintenance, You try to do all these things. The 
thing is that you have to appraise it as to whether 
ic i8 in. the public interest, That is what you 
have to do, 

And I think that these large high-markup 
dealers would like to suppress or restrict this 
new competition, if they could. But the question 
is whether they should be permitted to restrict it. 
That is the question -- whether they should be per- 
mitted to do so, 


MR, GERIN-IAJOIE: Regarding articles which 
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ere asready accepued by the public, is there any 
evidence that the increasing number of discount 
houses in the unfair traded states has brought about 
a smatler distribution of those articles, compar- 
atively, to the states where they have fair trade 
legislation? 

PROFESSOR MUND: It is difficult for me to 
answer that question at the moment because -- well, 
my Observation is that the discount houses are 
operating about as actively in the fair trade states 
as in the unfair trade states. Surely they operate 
in the State of Washington. We have fair trade 
there, and the discount houses operate there. 

THE CHAIRMAN: Are they fairly numerous? 

PROFESSOR MUND: I have not made a stat- 
istical check but I do know the number in Seattle, 
for example. 

THE CHAIRMAN; And they seem to be doing 
&@ good deal of business, do they? 

PROFESSOR MUND;: They seem to be doing 
a -eood deal Of business, yes. Une canreo Into a 
discount house and acquire a fair-traded product 
Buch as a ‘steam iron, and encounter no difficulty 
whatsoever. 

So any sort of attempt to make a study of 
the operations in the State of Washington, for exam- 
pie, Cr Ji the Distric®) of Columbia ewourtdebe dir= 
ficult. Because you could go into the State of 
Washington, the city of Seattle, and buy a product 


at a discount house, 
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MR. GERIN-IAJOIE: Can you explain how 
the discount house can work and do business in faa x 
traded states; is it because the legislation does 
not cover that point, or because the legislation is 
not enforced? 3 

PROFESSOR MUND: I would say the discount 
houses operating in the State of Washington -- in 
Seattle, for example -- would be able GLOWeU ta Lire 
traded products to sell at reduced prices despite 
the state legislation. First of all, the manufac- 
turer may wink at the practice. Its sales depart- 
ment has a certain quota which it wants to move out, 
and the discount house can open up a volume OUTLEG: 
it is the home for some products. They can find a 
home for them quickly. The discount house can 
take it; and so the fair trade concern can wink at 
the practice, actually. 

Then, secondly, the manufacturer in fair 
trading his products may distribute through a 
wholesaler, and the wholesaler can make these 
products available without the knowledge of the 
manufacturer, you see. And in some cases the 
discount houses may even get the product from 
another retailer who is selling under fair trade 
prices. 

Anyway, it appears that these discount 
houses, even in the fair trade states, are able to 
get merchandise. 

MR. FAVREAU: In large volume? 


PROFESSOR MUND: They appear to be able to 
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get merchandise in considerable quantities. 

THE CHAIRMAN: Have you enough data on 
that, Professor, to have come to any conclusion as 
to the effectiveness of fair trade laws in maintain- 
ite prices; —1 realize’ that that is a pretty broad 
question, 

PROFESSOR MUND: Yes, that is a broad ques- 
vion, However, 1 do believe that. in) many cases, in 
many situations, fair trade laws are being enforced; 
they are. 

THE CHAIRMAN: Effectively? 


PROFESSOR MUND: Yes, effectively. They are 


’ 
Deine enlorced, ciiecuively., And, therevare Tair trade 
people who do everything in their power to see that 
they are enforced, Fair trade bureaus and trade 
association groups are doing that. In many fields 
they are pelnerventorced,) (Whether a person, can buy. 
let us say, toothpaste in a discount house I do not 
know. It seems to me that the discount houses are 
Operating mainly in certain fields where you have 
highly standardized products and where the selling 
is done mostly by the manufacturer himself, or 
the service is done by the manufacturer, and where 
there is very little by way of the retail function 
teria, 

The service is rather high -- such as in 
a steam iron or a mixmaster or something like that, 
where the retail function is not really very 
significant any more, If you have got the cash or 


can go to a finance company, you might as well go 







on baat r oe ye in, : sab Ek 

“amet Heel ba ne shia ¢ TOS: AOA 
a ie ‘s a ; Aer Bel. 

ose : aes) eae th “toll beet oh se Tove 
sheotataaa es a tee ‘pi “ibaa eels 


Wa eae sei 8 og i My i . ce ae | 

SB vadit febwvrt sais a ‘yt Fombiecding 1a ra 
eer afs4 fet olan, » Apt Lee tinea. peeing saber mt Bea 
Baylis, eee bd ‘eo x eis Wk, cats fyb ‘ath ‘ort. stant” HN ee), : 
some bas: onset ob sad’ tS, “dabrotny cam ae ie cae 

aetors Ret: Lyin Ved oth atLok orte gina nest ahe ay ; | | 





ad pa sh ncenet &, Hedi oe. vt 8 tite shed tele cae 
doa! gn 2 sedan Maddie: rT Bi i <aolbantaics ‘yaa. a dat’ | oS 
wes ea. daiaiio aie oth ey Si 2) aie! a2) a ; uh Hi q 
ote very 2 att Abiaay heen. ie anil pie 0 
aut tahse eit Seats, ha athena 2° ~Eetaboas tite 
nO sian coon on) tok “ain 26 | 

| Sve Ardy eee | pierre nig viel Ad ut sagt dois an ae 


fi Hasta thie: a a mae Jet osete von * aslo 
a 













’ ~y. 4 ; ea 
1 , rN ml 
j x 1, 
: : n 

7 ‘ 

ae 
a 7 q 

a ac Ye 4 
, 7 Tin 7 

‘See ay 

eis 

=i 4i ‘. La Are 


60 


Professor Mund 


to a discount house. 

THE CHAIRMAN: I suppose, with regard to 
toothpaste, that the retail function is not very 
Highs 0 dsc. Low, priced yproduct. 

PROFESSOR MUND: It is a convenience, I 
imagine. in that case.” 1 pelieve the evidence in 
respect of the discount houses is that they are 
operating in all of the forty-five states which have 
fair trace ecislation. I believe there 28 evidence 
to indicate that. 

THE CHAIRMAN: Does the evidence indicate 
whether they are increasing or decreasing in number 
at this time -- let us .say for the last couple of 
years? 

PROFESSOR MUND: For the last couple of 
years? 

THE CHA IRMAN: Yes. 

PROFESSOR MUND: I believe the evidence 
shows that they are increasing. 

THE CHAIRMAN: Substantially? 

PROFESSOR MUND: I cannot say that. I 
have nowstap stice son that, Bub tT believe the evid- 
ence I have indicates that they have been increasing 
for the last five years, let us say. 

THE CHAIRMAN: Do you think the exisence 
of fair trade laws has any influence on the appear- 
ance or the growth of discount houses? 

PROFESSOR MUND: Yes, I do. I think that 
they are really a product of fair trade -- a child 


of fair trade, let us say, ina way. If it were not 
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for these high markups, and the opportunity to sell 
the product for considerably less than that, they 
really would not be in the field. 

THE CHAIRMAN: You mean that because mer- 
chants generally are subject to fair trade prices 
other people are encouraged to come in as discount 
houses? 

‘PROFESSOR MUND: Yes, and they see they 
cangoperatesfor Less ,vand«they do it, And so I 
would say that the practice of fair trade has sort 
of brought about the existence of this product. I 
do not think a consumer -- if a consumer can shop 
around and buy, we will say, an electrical appliance 
at a competitive price then I doubt whether he would 
go to the fourth floor and surreptitiously try to 
get that appliance. I do not think he would do that. 
Rather, he would tend to go to an established firm 
and do business. 

I do not think he would go downtown to 
the tenth floor of a building and do business ina 
discount house. It is not an attractive form of 
merchandising, in my opinion, 

THE CHAIRMAN: That is, they do business 
strictly on a price basis -- 

PROFESSOR MUND: Strictly on a price basis, 
that is right. 

THE CHAIRMAN: Their prices being suffi- 
ciently low that, although their premises may not be 
very attractive or easy to get at, people will come 


because the price is so attractive? 
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PROFESSOR MUND: That is right. 

THE CHAIRMAN; And that is the only reason? 

PROFESSOR MUND:; I think so, yes. And I 
think many people must go with a certain degree of 
reluctance, too, They would like to do otherwise. 

24 MR. GERIN-LAJOIE: Do you know of any 
statistics showing that the higher number of discount 
houses has brought about a low distribution of cer- 
tain standard lines, or would you have any statistics 
on that point? 

PROFESSOR MUND: I think it would be very 
aqifficult to say, because discount houses operate, 

I believe, in all the forty-five states having this 
legislation. I do not think you can pick out the 
District of Columbia and say, "Look what discount 
houses have done to us there," 

MR. GERIN-IAJOIE: But, even in connection 
with the fair traded states you would not have any 
statistics as to the effect of discount houses? 

PROFESSOR MUND: No. All we know is that 
they have grown, and people are buying steam irons. 
And I should imagine that the General Electric Com- 
pany is selling an increasingly large volume of 
steam irons each year. I should imagine that their 
business is growing, too. I should imagine that 
their national sales are growing in connection with 
these electrical appliances. Yes, I should imagine 
that that isso, that? they are growing, chat their 
sales are growing. And somebody is doing the 


business. L think it’ would be difficult, to give 
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statistics on this. 

MR. GERIN-LAJOIE:; Professor Mund, would 
you care to give your opinion on the argument which 
has been put forward sometimes to the effect that 
resale price maintenance provides small retailers 
with protection against some unfair practices like 
so-called price juggling and price cutting, and so 
on? 

PROFESSOR MUND: I think there is truth 
in the statement that fair trade has rohipited: Lia 
the case of branded merchandise, loss leader sell- 
ing by established merchants. 

Now, why is that so? Well, no one can 
lawfully sell a product for less than the fair trade 
price. So that you cannot engage in loss leader 
gelling. It just cannot be done, It just cannot be 
done. But it seems to me that in trying to remedy 
an evil which is limited in time and in place we 
have gone the whole way to destroy all price compet- 
ition. I think we have gone too far. Yes, I think 
we have gone too far. And it seems to me that the 
complaint which legitimate merchants may have is 
one which should be handled by itself and not by 
destroying the whole institution of price compet- 
4tion, That is my view. 

In so far as there is true loss leader 
selling, and in so far as there is this geographic 
price discrimination, and in so far as some persons 
enjoy discriminatory personal prices, you see, those 


are evils which should be handled on their merits. 
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And it should be noted, too, that even 
when you have resale price maintenance, and even 
when loss leader selling has been curbed, there is 
still the problem of the large retailers and whole- 
salers getting discriminatory purchase prices. So 
that frequently the small merchants who want pro- 
tection are not getting at the real source of their 
dat riouLty, 

MR. GERIN-LAJOIE: But in such case do I 
understand that everyone would be Obliged to sell 
at the same price, but that certain retailers would 
make larger profits? 

PROFESSOR MUND: Yes, 

MR. GERIN-LAJOIE: Larger than others? 

PROFESSOR MUND: Yes. In other words, if 
some of the large chains can hammer down their buy- 
ing prices they still will have a tremendous compet - 
itive advantage over the independent merchant. 

MR. FAVREAU: Because, even if they sold 
at the same price they could use the higher margin 
Of profit, for publicity. advertising, and all those 
things which would not be available to the others? 

PROFESSOR MUND: Yes, and they can use 
them for loss leader selling of non-branded mer- 
chandise. It does not control the whole problem of 
,09s8 leader selling, It only Jimlts: 2 tothe 
branded area. You still have the whole unbranded 
area to operate on, and with your own private 
brands. 

MR. FAVREAU: But this margin of profit 
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Mr. Favreau 


they could pass on to the consumer otherwise? 

PROFESSOR MUND: Yes, or keep it for 
themselves. 

MR. GERIN-LAJOIE: Would you say that re- 
sale price maintenance regarding those unfair 
Praculces Usan evirroniy ror the consumer, ined 
way, Or also for the independent merchants them- 
BEIVeR? 

PROFESSOR MUND: Do you mean fair trade 
legislation? 

MR, GERIN-IAJOIE; Yes, resale’ price 
maintenance. 

PROFESSOR MUND: Certainly I do belteve 
it is an evil for consumers because it destroys 
price competition at the retail level where there 
4s quite a margin for price competition to oper- 
ates 

MR. GERIN-LAJOIE: But what about the 
other merchants? 

PROFESSOR MUND: Other merchants? 

MR. GERIN-IAJOIE: Yes. 

PROFESSOR MUND: I feel that other mer- 
chants frequently are deluded into the idea that 
they are getting protection from it when, in fact, 
‘they are not, and for a number of reasons. First, 
resale price maintenance does not get at the prob- 
lem of the discriminatory buying prices which the 
large distributors can get. 

Resale price maintenance legislation does 


not get at the problem of loss leader selling in 
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the case of non-branded items. Resale price main- 
tenance legislation does encourage the very wide- 
spread handling of products, you see. So that 
chain stores and dime stores are taking on the sale 
of drug products. 

And then the problem comes of controlling 
entry. That is the next step -- to prevent others 
from getting these products. And no solution to that 
problem has been found as yet. 

Also, there is the problem of the growth 
of private brands which is promoted by this practice. 
Finally, there is the problem of why markups which 
are available to certain distributors -- that those 
markups can be used to cut unduly prices elsewhere. 
So that if you get a good line of fair traded prod- 
ucts you can take on some other productsand really 
sell them at a very low markup, or no markup, or 
less than cost. 

THE CHAIRMAN: Professor Mund, you might 
explain what you meant when you referred to the 
effect of fair trade legislation on the use of 
private brand products. I think you indicated that 
it promoted the use of private brands? 

PROFESSOR MUND: I think it has. I do. 

It is reported that Macey's have more than 1,400 
items branded with their own trademark. And it is 
possible for some department store such as Macey's 
to find that a fair traded product gives them 
something to work against. They can sell el 


They can say, "Yes, we have this toothpaste; but 
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we have Macey's own toothpaste, which meets all lab- 
oratory tests and the recommendations of the Con- 
sumers Research and the Consumers Union, and is sold 
at a very much lower price." You see? So that 
there is an opportunity for a large retailer to get 
in there and do that in certain situations. There 
Le, 

THE CHAIRMAN: We have had some business 
organizations make representations to us that the 
absence of fair trade might lead to private brands 
and might lead to some other developments. Your 
view seems to be to the contrary effect, at least 
in so far as private brands are concerned. 

PROFESSOR MUND: I think fair trade 
promotes the production and sale of private brands. 
I do. Because here is an opportunity for someone 
to render a similar service ona like product at 
a lower price or a lower cost. 

THE CHAIRMAN: Then, perhaps I had better 
leave this other matter until later. 

PROFESSOR MUND: I think what I have said 
is true. Then, I have found a further reference 
here in my notes, that in 1951 it was found that 85 
per cent of the nation's supermarkets now sell 
health and beauty aids as compared with only 37 per 
cent ten years ago. 

So you have others moving into the field, 
you see, which reduces the volume for the legitimate 
drugstores. And they may very well find that others 


are simply taking over their business. Others like 
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that sort of business because it is a high-profit 
item, and they like to get it if they can, 

MR. GERIN-IAJOIE: Do you think that is a 
reason why supermarkets go into that business of --- 

PROFESSOR MUND: In part, yes. It is a 
high markup item and people may be induced to buy 
toothpaste when they are buying groceries, too. It 
is a complex of factors. 

THE CHAIRMAN: There is a certain amount 
of impulse buying when they are in a grocery store? 

PROFESSOR MUND: Yes, there is a certain 
amount of impulse buying there, too. And there is 
one further point. We have been discussing the 
problem of fair trade and the things which it does 
not do for the merchant. There is one thing it does 
do for the merchant and that is to restrict his 
freedom, It destroys his freedom. No longer is he 
free to act as an individual, which of course strikes 
at the very heart of our individual enterprise 
system. 

THE CHAIRMAN: It interferes with --- 

PROFESSOR MUND: Individual initiative. 

THE CHAIRMAN: --- with the retailer's 
right to sell his poods at whatever price he likes. 
Is that what you mean? 

PROFESSOR MUND: Yes. That is the very 
essence of our individualism, What we are doing with 
this legislation is to restrict the individual's 


right to his freedom, his’ freedom or enterprise. 


THE CHAIRMAN: It has been suggested to us -- 
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and I think this argument has been made in the 
United States frequently -- that the manufacturer 
of branded articles has an interest in the good 
name of his branded product, which needs to be con- 
sidered, as well as the retailer's right as the 
owner of the goods themselves; and that there are 
really two proprietary rights which are involved. 

It would seem that you have to draw a 
distinction between the proprietary right of the 
owner of the brand and the proprietary right of the 
retailer, both of whom have individual interests at 
stake. 

PROFESSOR MUND: Yes. 

THE CHAIRMAN; And, after all, you have to 
distinguish between those two rights and decide 
which should be preserved in the interests of the 
public. 

PROFESSOR MUND: It is sometimes said, "I 
do not have to buy Colgate's toothpaste" -- if I am 
aretailer. You have the right to choose your own 
customers. I do not necessarily have to buy it. 
But the facts are that if I am going into business 
today then in most cases I think independents have 
got to handle branded merchandise. 

The ordinary businessman cannot have his 
Own private brands, can he? He cannot have his own 
toothpaste or his own face powder. Macey's can do 
that, yes. Sears-Roebuck can do that, yes. But 
most independent retailers cannot have their own 


brands. 
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MR, FAVREAU: They could not promote 
them. 

PROFESSOR MUND: No, they have not got 
the money and they have not got the facilities, And, 
moreover, people call for the advertised brands, for 
the most part. That is the result of advertising. 
So if you are going to preserve the right of people 
who go into business in this country you almost have 
to be able to handle advertised products. 

THE CHAIRMAN; Professor, I would like to 
have your views,if you have considered the matter, 
on the question I was raising as) Co the richt of the 
manufacturer for the protection of his brand name. 

PROFESSOR MUND: His brand name? 

THE CHAIRMAN: That is, as against the 
right of the retailer to sell goods which he has 
purchased from the manufacturer, as he sees fit. 

PROFESSOR MUND: In all my studies I 
hever have found a good example of low markup sell- 
ing or low-price selling which injured the brand 
name of a branded product. I have found no examples 
om phat at atl. All my studies show that low 
prices for branded merchandise simply encourage 
people to run and get them. 

THE CHAIRMAN: So far as the consumer is 
eoncemned 2 

PROFESSOR MUND: So far as the consumer 
is concerned, yes. I have not found examples where 
low featured prices, low markups, have caused 


people to think poorly of a product, I have not 
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found examples of that. 

In all the discussions I have had with 
fair trade people the only example they have been 
able to give me, which they cite, is the case of 
the Ingersoll watch, 

MR, FAVREAU: The Ingersoll watch? 

PROFESSOR MUND: Yes. And they have not 
been able to show clearly to me that the Ingergoll 
watch went off the market because Somebody cut its 
Drace. 4d have 2 Leoeiing that the dollar watch went 
off the market because of inflation. You Could) no 
longer make a dollar watch. Or there may have been 
Some other reason, I do not know the facts about 
the dollar watch. However, that is the example they 
give me -- the Ingersoll watch. And I would like to 
have some student write a term paper on that sub— 
ject some day, to investigate the matter. 

MR. WHITELEY: Actually it was the 
Waterbury watch, was it not? 

PROFESSOR MUND: The Waterbury watch? 

MR. WHITELEY: We followed it back some 
distance. 

PROFESSOR MUND: Why did it go out of exist- 
ence, do you know? 

MR. WHITELEY: Well, there were a number of 
factors. If you look into the history of watchmaking 
you will find that there was a discussion with the 
Waterbury Watch Company. Actually the Ingersoll 
watch came right down to the period of the war. 


PROFESSOR MUND: I do not think they have 
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evidence to show clearly that it went out because 
of .low price selling on the part of retailers. Do 
you think so? 

MR, WHITELEY: If you like, I will send 
you such referenres as we have to this matter, I 
would let you have such material as we have been 
aplea tos find, 

PROFESSOR MUND: I would like to see that. 
However, that. is the only reference I can find in 
which it is alleged that there is damage to a trade 
name. 

THE CHAIRMAN; In the mind of the public. 

PROFESSOR MUND: Yes, in the mind of the 
public. And my study of trademark law indicates 
that the function of trademarks is to show the 
origin of ownership. According to my knowledge of 
our own legislation, the purpose of trademarks was 
not and is not to give the owner power to control a 
price; that is not the purpose of trademarks. So 
the owner of a trademarked product, being privileged 
to sell the product for a price which is satisfactory 
to him -- in my opinion that meets all the require- 
ments that the trademark right might give him. It 
is just to show the origin and ownership, to pre- 
vent the passing off of somebody's product for 
your own, 

THE CHAIRMAN: What do you say about the 
effect of low markup selling by certain retailers 
and the value of the trademarked product in the 


eyes of other retailers? 
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PROFESSOR MUND: I think the main problen, 
the main fear of the manufacturers is that low 
markup dealers selling at low prices will tend to 
increase their volume at the expense of the high 
markup and high priced dealers, And the high mark- 
up people may refuse to handle or refuse to Bell: 

or boycott, or something like that. 

And to that extent the product will dis- 
appear from certain channels of consumption. To 
that extent it might. And my thought is that it is 
a real problem for the manufacturer to see certain 
established retailers being unwilling to push or to 
handle his products because of the competition of 
the low markup retailer. It is a problem for 
them. 

I just question whether they should be 
given any relief in this case, because it seems to 
me that is the very operation of our competitive 
system. I just question whether we can hold it, or 
whether we should try to hold it, 

THE CHAIRMAN: Would it be your view that 
the competitive system will, itself, work out a sol- 
ution? | 

PROFESSOR MUND: I think we will tend to 
work out a solution, yes. And if we can centre our 
attention on the things which are really unfair we 
should allow the normal operation of the competitive 
forces so long as they operate openly, aboveboard 
and uniformly. Let the thing operate. See how it 


operates. Strike out the unfair features of it, the 
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things which are clearly unfair. But the mere fact 
that somebody else has a lower markup than you have 
does not provide a basis for restrictive legisita- 
tion, in my opinion. That is the operation of the 
competitive system. If we want competition we have 
to see it operate. 

PR yourarevselling wheation tthe board -of 
trade you must stand by and see me offer wheat for 
less, when 1 want to move it. And the only thing 
you can do is to come down in line with my price. 

THE CHAIRMAN: Unless the government hand- 
Les ait. 

PROFESSOR MUND: Unless the government 
handles. it, yes. That is true of securities, too. 
If you purchase securities at one price today, 
tomorrow I am sure you would be very reluctant to 
see. them sold for less. = Bub sournaychave to do so. 
That is the way things work out. | 

THE CHAIRMAN; We have seen it, some of 


us. 


PROFESSOR MUND: Yes, perhaps so. So I just 


question whether the high markup retailer should be 
given protection here, or whether the manufacturer 
should be given protection here. So all of the 
process is carried on openly, aboveboard and unif- 
ormly. I just believe that it is an aspect of our 
competitive system, 

MR. GERIN-LAJOI£: Dr. Mund, would you con- 
sider more specifically the interests of the con- 


sumers? It has been said before this Commission 
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that -- well, the consumer does not like to see the 
prices change every day. When someone has bought 

a certain article at a certain price he does not 
like on the following day to see that it is being 
sold so much cheaper elsewhere. What would you have 
to say about that? 

PROFESSOR MUND: I daresay there are those 
Situations. When Ll buy, we will say, a security I 
dislike waking up tomorrow morning and seeing that I 
eould have boucht it for iess.” I do not like that 
either. But I do not know that we should fix the 
prises of securities because of that fact. 

It is true that people certainly and fre- 
quently find that if they had waited a little while 
they could have bought for less. But that is just 
one aspect of our system under which prices reflect 
the changing forces of supply and demand. 

Now, sometimes it is said, "Well, the con- 
sumer has benefited because he does not have to shop 
around. He saves time. He can make a budget. He 
knows what it is going to cost him today and 
tomorrow, both here and there." But it seems to me 
that that is a sort of forced solicitation for the 
interests of the consumer. 

i thine [should be privilesed) to decide 
that, and not to have some retail store decide for 
me that I do not have-to shop around. Indeed, the 
very essence of competition is the procedure of 
shopping around - a situation in which you do shop 


around and that you do give up your trade, if you 
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Professor Mund 
Can reno, Heuser price... That Js the way, competition 
works. 

It is all a matter of alternatives, you 
see. The thing I fear is that once you permit some- 
one to fix markups then the next step will be to have 
the government come in and see whether those markups 
are excessive On not. That is possibiy the next 
step. 

MR. GERIN-LAJOIE: Now, what would you say 
of the view that the value of a certain article is 
minimized in the eyes of the consumer when it is 
being footbalied, as it is said? The price changes 
from one day to another and the consumer would take 
the view that the article is of lesser value. Do 

29) you think that argument has any value? For instance, 
the Sunbeam Mixmaster has been mentioned before this 
Commission as selling at, we will say, $60. If it 
is being brought to $50 by a certain retailer or 
$45, then some customers or consumers may think 
that the article is no longer as good as it was 
Opie a wa lia. 

PROFESSOR MUND: Or else they may think 
that the other price was too high. 

MR. GERIN-LAJOIE: That is so. I am just 
asking for your view. 

PROFESSOR MUND: Well, I think there may 
be something in that. But I do think that people's 
ideas towards products can change with the price 
and <still not be injurious. For example, when eggs 


are 90 cents a dozen we use few eggs and we think 
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Professor Mund 


very highly of eggs. The same is true of butter. 
We use it very sparingly. We spread it very thinly 
when it is selling at 90 cents a pound, 

Then, in the spring the chickens lay more 
€ggs and eggs are cheap. The result is that we 
have eggs three or four times a day, or perhaps two 
or three times a day. We use lots of butter; and 
Our attitude toward these items changes, 

THE CHAIRMAN; And we still think highly 
of them? 

PROFESSOR MUND: We still think they are 
important food items. It is just cheaper and more 
abundant. I am inclined to think that the view of 
the consumer would be, not that the produce is no 
good, but that maybe one price was too high, that 
they are paying too much for it over there. 

MR. GERIN-IAJOIE: On the whole, it is 
your opinion that resale price maintenance is not a 
good remedy for some of the evils you pointed out at 
the beginning of your testimony; or would you find 
that there is some other remedy which might be put 
into an act? 

PROFESSOR MUND: As we have discussed, I 
do believe there are certain competitive evils 
operating in the business world. I do not think we 
can sit by and adopt a simply strict laissez faire 
or do-nothing attitude because competitive 
rivalries do lead to certain unfair practices and 
certain abuses. 


We have mentioned those abuses, namely, 


the fa” 
e act a 
aa) st et “4 


a , fe) 


- an ~ v AR 
tou Bh nets 


i) vic 


ee Niet | 


ey Mi Len a 7 — 
‘xt af it ‘ens eit oy s gaduidu 

ie iat ney ‘y eee ie Ar a - ak a 

ow ‘dont iy San, aut? "gh ois 9 ye Go. 

i ee Hp 


yeh an A o wwe 


wae ml 
$' eva aye * gor yo Coins wee * 
ats 


Oe A 
i sao dstt we 


« . 
AL a 


pagunyett' ne Rite Sy 


t. 


pct ‘tn ee: ae i (ots ce eolias «HOME athtaneqe 
cA istabit Yon + Sele Wego ae ut dhe 
i " b mabvee $hadtd: tA welLbne diet 48 - ‘. 
, ror eats 
weeade raato® it 


eT Oe 





78 


~3245- 


Prefessor Mund 


(1) true loss leader selling, to the extent that it 
may exist; (2) individual or personal price dis- 
erimination,and (3) geographic price discrimin- 
ation, 

My view is that resale price maintenance 
attempts, in part, to get at these problems and, in 
part,.to curb real competitive selling, And in 
getting at these problems it destroys the practice 
of price competition entirely , which is undesirable 
for the economy. 

If we are going to have free enterprise, 
a free enterprise system, then we must have price 
competition as a feature of it, Otherwise, this 
system will not work, Prive competition is a very 
essential mechanism in the free enterprise system. 
If you do not have it, you do not get a balancing 
of the forces of supply and demand. You do not have 
a smooth working of the system. Then you have 
people turning toward alternatives such as public 
OWNeErShip OA public combrol, 

I feel, therefore, that resale price 
maintenance is too big a price to pay for an effort 
tO get av certain evils. And. secondly, it really 
does not get after the main evils, as we have dis- 
cussed them. 

MR. GERIN-IAJOIE: Would you suggest some 
other remedy? 

PROFESSOR MUND;: I feel that we should 
attack. the:evils divectly; and that any capitalistic 


country would be well advised to have legislation 
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condemning price discrimination, geographic or 
personal, when there is proven injury to compet- 
IU LOn, 

Price discrimination, in all economic lit- 
erature, is defined as a tool’of monopoly. It is a 
sign or indicator of monopoly. In a highly compet- 
itive market, such as your grain exchange, or your 
central market, you do not have price discrimination. 
Economists generally identify monopoly and price 
discrimination as Siamese twins. So I do believe 
that an effort should be made to get at the problem 
of price discrimination as such, 

Secondly, I think it would be wise to get 
at the problem of true loss leader selling, as such. 
And to that end I would recommend the adoption of 
legislation condemning discrimination when it takes 
the form of the sale of a product at less than the 
net acquisition cost. 

MR. GERIN-LAJOIE: Would you make certain 
exceptions 7 

PROFESSOR MUND: When there is injury to 
SCOnpevLuLon } 

MR. GERIN-IAJOIE: Would you make certain 
exceptions to that, let us say, for perishables? 

PROFESSOR MUND: Perishables; but, as a 
practice, I would condemn discrimination when it 
takes the form of geographic discrimination, and 
when it takes the form of discrimination between or 
among persons and, thirdly, when it takes the form 


of discrimination between or among commodities. And 
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I would get at the latter problem by condemning it 
when it takes ‘the form of the sale of.a product , 
such as sugar, at less than its net acquisition 
cost, when there is injury to competition -- and 
that without regard to intent, to injure compet- 
a4.0n% 

THE CHAIRMAN: That is, when there is 
control of a product, regardless of intent? 

PROFESSOR MUND: Yes, that is right. The 
essential thing is whether there is injury to com- 
petition. We can debate whether it should apply to 
a-competitor or competition. But’ I think that is 
not the essential point. The point is to secure an 
area of agreement that we want to preserve and 
maintain competition, 

if there is injury cto that, I think we 
should consider it, Otherwise we are not doing our 
job to maintain and preserve competition, which is 
what your Combines Act seeks to do, and what our 
anti-trust law seeks to do -- that is, to preserve 
and maintain fair competition, aboveboard compet- 
ition. And I think the way to do that is to con- 
sider the evils as such when they are found to 
exist and base legislation upon them accordingly 
and not simply destroy the institution itself, the 
institution of price competition by restricting it 
entirely. 

MR. GERIN-IAJOIE: I think that is all I 
have to ask, 
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--- Upon resuming. 


THE CHAIRMAN: I believe Mr. Whiteley has 
some questions he would like to ask. 

MR. WHITELEY: Professor Mund, a number of 
those who have appeared before the Commission and 
who have advocated the return to some system of 
resale price maintenance have said that they did 
not desire legislation in the nature of the fair 
trade acts in the United States, but what they wish- 
ed was to have the right given to the manufacturer 
to enable him to exercise power to distribute his 
products to such retailers or other distributors as 
he saw fit -- in other words, the right of the manu- 
facturer to withhold supplies for whatever reason he 
might determine. 

PROFESSOR MUND: Yes? 

MR. WHITELEY: In your view would the 
recopnized right to a manufacturer of that nature 
be less powerful than the control a manufacturer 
may exercise under fair trade laws in the United 
States, or more powerful? 

PROFESSOR MUND: Well, in the first place 
iL think it would be 2 Tittle less powerful because 
it would not have the non-signer feature. The manu- 
facturer would be under the obligation to go out to 
every distributor and get -- you are saying would 
he be privileged to make a contract, or just to 
exercise his power to refuse to sell? It is simply 
exercising his power to refuse to sell? 


MR. WHITELEY: Yes, on any ground, 
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THE CHAIRMAN: On any ground that he 
thought was --- 

PROFESSOR MUND: On any ground which he 
thought would be sufficient? 

THE CHAIRMAN: Yes. 

PROFESSOR MUND: Yes; well, I would say 
that that would be of lesser efficiency or effect- 
iveness -- of lesser effectiveness or efficiency 
than resale price maintenance legislation, simply 
because experience has shown that for most products, 
most branded products, it is exceedingly difficult 
to police that sort of thing. It is exceedingly 
aiffieuLs te ipolice it, 

MR. WHITELEY: If you were supplying the 
trade directly, then it would not be so difficult? 

PROFESSOR MUND;: That is right. 

MR. WHITELEY: He would have full knowledge 
in his own possession? 

PROFESSOR MUND: JI think some of the manu- 
facturers supply the retailers directly. Some shirt 
manufacturers do, and they can watch that very easily 
-- they can watch it easily. But if you supply the 
wholesaler, the wholesaler in turn sells to thous- 
ands of retailers: and .it is. .difficult..to police 
that sort of thing by refusal to sell. Because 
you can refuse to sell the wholesaler, and then 
the wholesaler, in turn, has to refuse to sell to 
thesretadher. And 1t is difficult to police, I 
think. It is used; it-has been used. -But in the 


United States the advocates of fair trade believe 


i ove 


aia sf iy te 
sh " eae waa 0) 


rai 
uf | en ne 2 
aS ‘ae ba bad 


' as wise 
Latent SORE ae 


eae nae nT at 
gan 70 oo Aiwow sada tort ys 


Ast . 


“eononetts a EG auanauiont “goke 28 to —- #92 screv i. | 


afante Bi ios i wae Soman: aceet Sonat eipeon scat 


s™ 


ed oubore 


<alouge ones babs texd suites 


ie 


dice Jar sgtieg of 


bok ing Dio 
7 JE, 


* * on ff mis 
Ssanoalworm LPG 
- c Oem 2 ot Rea 
mo 


ee 


, ? % ar Al Sy tien Meet erg is - 
; tA iby , s| yeeros 1 Bs er wo elit af 


“ ME aiG 


ay 


ttiste , od, fiiootiD ateLlegon eay “oe He avenutost 


wihens Yiow said; Bote nso) pid Hs | on scunedoa buna 


= 


anid awe ‘ar dug PAth89 $2 ote aso send as 


d fh 


"aif of e oF Aad Ob sek aeeT od, tt eel saatanw 
} vi } ah ae : i ’ EP 2. 
| satay, Ag tines bait at ry: Snes gaxoil ster ‘te shos 


MW 


r ybkes.99 ‘Peaater + "pal! Ww ane deat 
out ad ise aeietern, a9, uOy, . 
; Beh tied nt Tanapesetan eat 
a ave ei Gt bok. retin od 
shi eee te dbeeucad = 


agi add a 


aes 





Professor Mund 


that they want more than that. They want more than 
that. 

My own opinion is that there is no ques- 
tion about the legal right of a trader to sell or 
not to sell, as he may desire. But certainly our 
own legislation adds, "When not in restraint of 
trade." And I think the right can be abused very 
definitely. And if it is used to effectuate a 
monopolistic control at the retail level then of 
course the ordinary common law private right loses 
its significance. The common law private right was 
Simply to sell or not to sell, as my business judg- 
ment might dictate, It was never developed or con- 
sidered in the sense that I’ could usé it to effec- 
tuate @ monopoly. Never in the common law, in my 
Opinion, was that developed as a right -- I mean 
in the medieval markets and fairs. 

MR, WHITELEY;: In what sense are you 
using "monopoly" in that context? 

PROFESSOR MUND: Monopoly would result in 
the fact that all retailers of a given product would 
be selling at the same stated price, There would 
be no -price competition at the retail level. And 
that would be a situation brought about by the 
practice of the manufacturer in refusing to 
SH Bg 

MR. WHITELEY: That was the power that was 
Suggested? 

PROFESSOR MUND: Yes. 


MR. WHITELEY: The individual action by the 
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Mr. Whiteley 


individual manufacturer? 

PROFESSOR MUND: Yes, there is no doubt 
about the individual right of a trader to choose to 
seit or not to sell es he may desire. But I do not 
believe he has a common law right to use that to 
effectuate a monopoly, because he could not. Monop- 
Oly was condemned by the common law. Monopoly was 
illegal under the common law. Conspiracy was 
illegal under the common law. 

MR. WHITELEY: This would not necessarily 
involve any element of conspiracy? 

PROFESSOR MUND: Well, there is a con- 
spiracy there, in this sense, that I am offering to 
sell you this product on the condition that you do 
not cut the price, So there is an agreement. I 
make that not only with you but with every other 
retailer, so that there is, in effect, a conspiracy; 
and it could be so considered. Certainly the dis- 
trict court in the Bausch & Lomb case so held, It 
so held in that case. 

In the Bausch & Lomb case the district 
court and subsequently the Supreme Court condemned 
the use of the refusal to sell when the result was 
horizontal price fixing at the retail level. 

MR. WHITELEY: From the viewpoint of act- 
ually taking action, would refusal to sell by the 
manufacturer be a simpler step than steps necessary 
under the fair trade laws in the United States? 

PROFESSOR MUND: Would you repeat your 


question, please? 
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Vive Wiener Well aE tne only acevo 
beken as One pe a manuracturer "in rerusing to sell, 
that is a purely private action on his part --- 

PROFESSOR MUND: Yes. 

MR. WHITELEY: Under the fair trade laws, 
does he have to initiate some form of court procedure 
In Orcer UOT ip power = lo bear or The Treva ler’ who 
he considers has offended? 

PROFESSOR MUND: He has that privilege of 
GOune 2G.8 Whereas under tne rerusal “to sell ne does 
not have that privilege. 

THE CHAIRMAN: He does not need it. 

MR. WHITELEY: But which is the simpler 
form*or- accion? 

PROFESSOR MUND: For him? 

Mie Wit LE Ys" yes. 

PnHUPBooUR MUNDS” Well,” il havera reer ing 
that in the United States most manufacturers exer- 
Cisinewiair Stade oreter the tegisiation, ris 
much eas ier“and much more errective, It is much 
easier. 

THE CHAIRMAN: Does that apply to goods 
which they manufacture or sell to jobbers and whole- 
salers particularly, because of the difficulty of the 
cutting orf process? 

PROFESSOR MUND: Yes, that is correct; if 
the’ product’ 2sesolu ano shipped’ direct das ror 
instance, in the’ case of men's shirts, If they are 
sold by the manufacturer direct to the retail store 


such as Hudson Bay or Woodwards, then it would be 
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Professor Mund 


fairly easy to administer and police. It would be. 
And the technique of the refusal to sell could be 
used most effectively to control resale prices, I 
think. 

THE CHAIRMAN: It would be a very simple 
and effective means? 

PROFESSOR MUND: “Yes, very simple and 
effective under those conditions to do it. 

THe CHAIRMAN: But it is’ invthe fairly 
wide range of products where the manufacturer sells 
through jobbers and wholesalers that the fair trade 
laws are more effective? 

PROFESSOR MUND: That is right. Refusal to 
sell has been used most successfully in the United 
States in the distribution of metal products and gas- 
oline, because there the tendency is to sell direct 
to certain outlets -- not to use wholesalers. It 
has been used effectively there -- always, though, 
subject to prosecution, you see, 

THE CHAIRMAN: That is, the oil companies 
have their own distributors and they deal direct 
with the retail outlets? 

PROFESSOR MUND: Yes, 

MR. FAVREAU: In non-fair-traded states 
or in states nee mer enaae clause has been found 
to be unconstitutional, is it the experience that 
loss leadering has been practised to any great 
extent as against what may have been done in the 
fully fair trade states? 


PROFESSOR MUND: Of course, I think it 
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would be difficult to --- 

MR. FAVREAU: Or are there any statistics 
on the point? 

PROFESSOR MUND: It would be difficult to 
get statistics with regard to non-branded products 
ithe fivste piace . lb de not think we nave ‘any 
knowledge on that -- for example, the sale of pack- 
aged sugar. 

MR. FAVREAU; I am referring to branded 
lines, 

PROFESSOR MUND; Brended lines. Then, 
your questions) ta tae respect, to branded? lines, as 
to whether there is evidence that the loss leader 
selling is dess. 

MR. RBAVREAU: As to whether it has been 
greater in the non-fair traded states than it has 
peen in the fair treded states, 

PROFESSOR MUND: Well, I do not think I 
have any information on that. But certainly I think 
one could conelidertnat am the air trade states 
resale price maintenance has prevented and does 
prevent loss leader selling -- unless it may be 
employed by discount houses where it is under the 
table. And I have no evidence on that, you know. 

But, so far as legitimate outlets are 
concerned, they all sell at the same price. So 
there) cannot) be ‘any loss leader selling or, if 
there is, it is subject to prosecution right away, 
you see. And it would just be a question then of 


to what extent there are under-cover deals, 
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Whereas, in the unfair traded states it would be 
out in the open, would it not, pretty largely? It 
wouldepe SUL Im, Thevopen there , | 

i think’ one would be forced to conclude 
that resale price maintenance has reduced the prob- 
lem of loss leader selling, I think that that 
would just follow, because it destroys competition: 
period. 

MR. FAVREAU: Just to enlarge upon that 
point, has it been found as a matter of fact that 
in non-fair traded states there has been any exten- 
sive loss leadering as a result of the absence of 
fae Grade? 

PROFESSOR MUND: I believe there is no 
evidence to show that. 

THE CHAIRMAN: I rather gathered from your 
earlier statements that there was not any great vol- 
ume of loss leadering, as you have defined it, any- 
where in the United States? 

PROFESSOR MUND; Correct. 

THE CHAIRMAN: You mentioned one or two 
instances; but I gathered that you did not think 
there was very much of it? 

PROFESSOR MUND: That is correct. 

THE CHAIRMAN: As you have defined it. 

PROFESSOR MUND: Correct. The main problem 
was simply sales by lower markup retailers -- which 
was a form of competition which was in) process, of 
unfolding itself -- limited service stores offering 


products with less service. It was a form of 
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competition that was developing, and the establish- 
ed merchants did noo lie it, 

THE CHAIRMAN: We can believe that to be 
true. Then, there is one other point which has 
been raised previously by other people. It has 
peen argued that the abolition of resale price main- 
tenance which took place here at the end of 1951 is 
likely to lead to manufacturers establishing their 
own retail outlets in order effectively to maintain 
prices. I was wondering if that sort of problem had 
developed in the United States, or if you have had 
occasion to consider the problem in your studies. 
Could you offer any opinion upon that as a likely 
result of the absence of resale price mainten- 
ance? 

PROFESSOR, MUND: Yes, .Well,, J. can give 
an analogy, possibly, which would deal with your 
point. In the Standard Oil of California case 
there was involved the issue of exclusive dealer- 
ships. 

Standard Oil of California would go to an 
independently owned gasoline stations and say to 
them, "We will give you Standard Oil gasoline pro- 
vided you buy tires, batteries and accessories." 
That was practised on a fairly wide scale. 

The government brought action under the 
Clayton Act, condemning it as a restraint of com- 
petition, The law condemns exclusive dealerships or 
tying arrangements. The court held that since these 


contracts covered a substantial area, a substantial 
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amount of business, they were forbidden. 

| in that case the Standard Oil Company 
alleged that if they were not privileged to make 
the se agreements with independents, to take all 
their lines, what they would do would be to build 
up their own gasoline stations, And the courts 
recognized that that was a possibility. ine yy, 
said, however, that that was not their worry or 
their problem. 

Since the decision in the Standard Oil 
Case Of (California. CO nol peblevesthe evidence 
has shown that the refining companies have gone 
more extensively into the ownership of their own 
outlets. I do not believe that has worked out at 
ail. < do not think there is any sound basis. to 
show that that has happened in the past. Whether 
tt wild happenin the future, [I cannot say; but. 
think there is no evidence for believing that it 
would work out that way. 

THE CHAIRMAN: That is, you think that 
the fear expressed to us, that the absence of the 
right of resale price maintenance here in Canada 
might lead to manufacturers establishing their 
owned and operated retail outlets, is not justi- 
fied by past experience, so far as you have found 
out? 

PROFESSOR MUND: So far as I have been 
able to observe it, that would be so, And I think 
they would find a great many headaches in running 


their own retail stores too, Their job is to 
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manufacture, to develop and to innovate, I doubt 
if they would want to take on anything further. 

THE CHAIRMAN: Well, there are some 
manufacturers who do operate their own retail out- 
lets? 

PROFESSOR MUND: I believe Eastman Kodak 
Company is one of them. 

THE CHAIRMAN: Apparently the headaches 
are not too great for them? 

PROFESSOR MUND: No. At the same time, 
they sell their products to independent firms. 

They do that, And then, of course, the petroleum 
companies have gone into their own gasoline stations, 
They do. And they likely have a few, for various 
reasons, I do not know -- this is just a question 

a person would have to analyze, as to whether or 

nov they should do 10. Theat is an open question. 

I would not say that the entrance of 
manufacturers into the retail business in the 
United States has created any problem for us -- 
thet 2s, any real problem. 

THE CHAIRMAN: If they did so, if the man- 
ufacturers did enter into the retail field on their 
own account in a large way, have you considered what 
the economic effects of that development might be? 

PROFESSOR MUND: Well, of course we have 
a case pending in California right now. The. fed- 
eral government is seeking to require the Standard 
Oil Company of California to sell off its retall 


stations. It is alleged in the government's 
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complaint that the retailing business may be done 
at a loss, and that they are simply operating this 
to freeze out competition, 

THE CHAIRMAN: In that particular field 
of gasoline selling the refining company operating 
retail stations might operate a number of them at a 
loss for the purpose of freezing out competition? 

PROFESSOR MUND: That is the allegation 
in that particular case. They would make their 
profit on the wholesaling. 

THE CHAIRMAN: And to keep their whole- 
saling sales up? 

PROFESSOR MUND: Yes, and then take a 
very low markup or no markup ae aif aveune retail 
level in order to squeeze out the independent com- 
petition, 

THE CHAIRMAN: I should think the courts 
would have a problem of deciding whether the motive 
was to freeze out competition or merely to improve 
their own sales at the wholesale level. 

PROFESSOR MUND: Yes. It is a difficult 
case. It has been pending for five or six years, 
and I do not know what will happen to it. 

Then, as you know, the Aluminum Company 
of America was accused in the aluminum case of 
engaging in the cost-price squeeze of holding up 
the price to fabricators and then LEV ePUSei i 
taking a very low markup at the fabricating level, 
to the detriment of the other fabricators. 


So that the problem may arise, when 
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manufacturers do enter into another level of dis- 
tribution -- there may be a problem there. We have 
to recognize that there may be a problem, To what 
extent a manufacturer might do it because he could 
not engage in resale price control, I do not know. 

THE CHAIRMAN: The consequences, if they 
did, you say, might be the creation of certain 
problems which do not exist where manufacturers 
remain in that field exclusively. I suppose 
the consequences might not all be good, at 
least? 

PROFESSOR MUND: That is correct; the con- 
sequences might not all be good because they would 
be operating at different levels and would play one 
level off against the other, to the detriment of 
the people at a given level. 

THE CHAIRMAN: That is, they might create 
a difficulty quite apart from the fact that they 
would probably put a number of retailers out of 
business? 

PROFESSOR MUND: Yes, quite apart from 
that; there would be the problem of showing only 
consolidated reports and possibly operating one 
subsidiary at a loss and making a profit elsewhere. 
You would run into all sorts of problems there. 

I do not know that that should be really a worry 
at this time, in the picture. 

THE CHAIRMAN: So far as your studies 


have gone it does not seem to be something that 
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would arise on a serious scale? 

PROFESSOR MUND: There is no indication 
of that. For example, in our non-fair trade states 
where manufacturers have gone into their own retail 
outlets, I know of no activities there. In the 
non-fair trade states I know of no indication that 
manufacturers have sought to develop their own 
retail outlets. 

THE CHAIRMAN: And, in general, I suppose 
the fair trade laws have been operating in most of 
the states for an average of about twenty years? 

PROFESSOR MUND: For about twenty years, 


yes, since 1933. And so, certainly, with respect 


to three states where there has been no fair trade 


legislation, and where people refuse to sell at 
their own peril, yet the thing operates. The thing 
operates there, 

THE CHAIRMAN; Well, Dr. Mund, we wish to 
express our thanks to you for coming here and giving 
us this very lengthy and very frank and, I think, 
one may say this quite enlightening discussion or 
exposition of the number of problems you have had 
occasion to study at length,and which are on our 
doorstep and are causing us a certain amount of 
troubled mind at the present time. 

It was very kind of you indeed to come. 
As I say, we appreciate it very greatly. I might 
add that it is the sort of thing which we in 
Canada have come to expect from American citizens 


who are able to contribute something for our 
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The Chairman 


enlightenment. Still I wish to repeat that we 


appreciate it very much. 


PROFESSOR MUND: Thank you very much. 

THE CHAIRMAN; Then, I might add before 
we condlude this hearing that there will be a 
series of hearings in Ottawa commencing September 
13. Any who may wish to make presentations there 
are free to do so, or may make supplementary pres- 
entations if they have already appeared before this 
Commission, 

The hearing will now adjourn. This will 


conclude the hearings in Vancouver. 


-~-- Adjournment; to be resumed at Ottawa, September 13. 
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THE CHAIRMAN: I might say for the benefit 
of any who have not been present that these are the 
final sittings in connection with the loss leader 
inquiry which was begun by this Commission last 
spring. Sittings have been held previously in Ottawa, 
fairly extensive sittings in Toronto and Montreal 
and, subsequently, sittings were held in Saskatoon, 
Edmonton, Victoria and Vancouver, these being all 
the centers from which there was sufficient indication 
of interest on the part of persons who night desire 
to appear or to present briefs, to warrant the 
holding of separate hearings. 

We have now come to the final stage at 
which any persons or organizations which have not 
yet been heard, but which desire to be heard, may 
be heard, Then, those who appeared pefore us 
previously may, if they so wish, make further repre- 
sentations to the Commission. 

This morning we are privileged, I under~ 
stand, to have with us bean Grether of the University 
of California, who has very kindly and, at consider-— 
able inconvenience to himself, come from California 
to give us the benefit of his experience and know- 
ledge on this subject, gained over many years of 
practical as well as theoretical experience in his 
professional work, particularly in California. 

We will ask Dean Grether, first of all, 


if he would prefer to make a statement at the opening, 
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or prefer to answer questions from the beginning-- 
or how he would like to proceed. 

Dean GRETHER: Mr. Chairman and gentlemen, 

I would prefer to make a statement, and then answer 
questions. 

THE CHAIRMAN: Very well. You may sit down, 
or stand up, just as you choose, and make use of the 
lectern which is in front of you. 

Dean GRETHER: Well, Mr. Chairman, supposing 
I use the lectern for a period, and then perhaps sit 
down after that, 

THE CHAIRMAN: Whichever you wish, Possibly 
counsel might ask you a few questions at the beginning, 
just to establish your background. 

MR. GERIN-LAJOIE: Dean Grether, would you 
mention for the purpose of the record your first name, 
please. 

Dean GRETHER: My first name is Ewald, and 
my middle initial is TI. 

MR, GERIN-LAJOIE: What is your occupation? 

Dean GRETHER: I am professor of economics 
and dean of the school of business administration of 
the University of California, situated at Berkeley, 
California. 

MR, GERIN-LAJOIE: Would you care to mention, 
also, your qualifications, particularly on the subject 
of loss leadering and connected subjects. 


Dean GRETHER: This has been an area of 
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interest for some 25 years. I have been teaching in 
the field of marketing and economics since 1924, In 
1933, because of interest in this subject, I went to 
England to look into the problem of resale eis main- 
tenance there, | 

When I came back I found a very wonderful 
research laboratory had been prepared by my own state, 
by the passage of the 1933 amendment to our Fair 
Trade Law; and that led me to observe conditions in 
our state and, to some extent, in the country at 
large, 

This led to a series of researches and 
publications, 

A year ago I visited Sweden and had a chance 
to observe conditions there. Over the years, there 
has been a considerable body of writing based upon 
these investigations. 

MR, GERIN-LAJOIE: Now, Dean Grether, you 
have been good enough to say that you would like to 
make a statement at the beginning. Perhaps you would 
proceed with that now; and then, afterwards, I may 
have some questions to put to you which might be con- 
sidered helpful by the Commission, 

Dean GRETHER: Mr. Chairman and members of 
the Commission, I have jotted down some notes from 
which I should like to speak informally. I might say 
that my occupation as a professor means that I am 


accustomed to interruptions from students in my classes, 
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so if I do not make myself clear, I hope you will 
feel free at any time to ask questions. This will 
not disturb me at all, particularly because I have 
not prepared a formal statement, I have merely a 
series of notes from which I propose to discuss some 
aspects of this interesting and important subject, 

I have been very much interested to read 
this volume of yours, based upon some of your earlier 
investigations. I mention this because I am always 
looking for new evidence in this field. I do not 
feel competent, however, to discuss in detail the 
conditions in Canada. I am always impressed by the 
variations in conditions between countries, as well 
as between the jurisdictions of my own country, the 
48 states of the United States. 

There is an enormous variety in marketing 
and marketing channels which one must keep in mind, 
As indicated already, my interest is that of the 
academic research man and observer. I represent no 
one except myself. I stress this, because whatever 
I say represents my own views, and not those of my 
university or of any other organization with which 
I might be connected, 

In this connection I wish to point out that 
currently I am a member of the attorney general's 
national committee to study the anti-trust laws; and 
nothing I say here should be taken to reflect at all 


the views of the members of that committee. In other 
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words I am speaking in the first person, entirely, 

I am highly honoured to be asked to come 
here, and I hope no one will feel that I am trying 
in any way to intrude my views into your situation, 
Quite the contrary, I am much more interested to learn 
from you; and I would hope that perhaps in the process 
I could share some of my experiences and views with 
you, 

In the first place I shall make some 
very brief observations concerning my attitude toward 
the regulation of trade practices in general. I 
should say as a background for this, if you will 
notice the brief answers to the questions asked me, 
that my first period of research began during the 
depression years, the years of the thirties, And 
then we moved from that, you see, through the wartime 
series of incidents, and on to the post war period. 
And now we go more deeply into the post war period. 

My observations would indicate that these 
chhages in general economic conditions change the 
nature of these problems, also, and affect attitudes, 
Looking back over some of my own views I found that 
sometimes they have moderated or adapted a bit to 
the changes in those economic conditions. I stress 
this because, in my view, it is very difficult and 
dangerous to enunciate universals in this area. I 
shall have more to say about that later, 


This leads me to my first statement that 


an 
‘wi min - 
- : » 
- 

Sele) 
. 

oo 


PS Loon, pnd >s2 es niece 
r oe ane fr ra = - ta ie . > : al cL 
P| Mr i * : mh pre i ee ba re - 

mwas Gh tan aad teal anal y oe 
; ay. a al ae : : ay ; 5% 















- eo fagerdy is 


oh bobcat co cos Ee - 


as | | | ay . a 7 | 
“ane are . a 

war i 6 Ca 

brewed atadtd ae. Jen ghuhary oo: bd yxev ; 





fa iano contd sbez? te dotvatigen a | an 
‘EGGW voy. 2: <atst not Srnortgpisd & am yas BOvoda | 
3 hada: -attndtdeus ond od BroweNns ‘tebed ode: ookten 
wet gactup, naned AHorscket io Boing taxi: on Seid 
bok ,aebiqicde ety ld- etesy add .2taey notewengso™ 
Beaks Tae eis ctgantonrt see voy dade mort pevan. aw nod 
.bebveg ‘waw Isoq ont od to bas yetmobtort to asties | 
obwed sas dteodg ote otnt ylgeeh stom on OW ‘wort baa" : 
anant Sat espaol hits bivow scditeyisede vi 
ant: opsed anoby tao yimonoos Lereneg at roams 
babeet Lita. dost ‘ha (oats aria ldo eeais 40 oxudant® 
taper Bowe: Ioaweity so vm 9 aiiod 0¥0 rkded gaibtoad 
od ded’ 3” botqate to beletobést-sved yard ene et 
asenta Re SHG.bY Ebates otitoicde sant mt eogttads ody 
fie J Luok th yier a2. 2t Sioa ‘Ym nit ,oivaoad ais - 
me ar, ok aisexevins aponiine oF auosegriaD 
iat te? Scode yas OF gtom ved ites 
a teak ‘gn 03 emt ebnel Bit 


it hte, Pat. ae | 








a cele oa Dean Grether 


affects my own approach, I ama strong believer in 
what one might call the case-by-case approach to 
the analysis of problems in this field. are ie 
think it is very important to know all the relative 
facts and factors. I think it is especially important 
to know what the economists call the structure of the 
market, and also to know what is the specific nature 
of the competitive situation in any given area, whether 
it be in the country or merely in a local market, 
Because there are wide variations that do affect 
any attempt to appraise the results. 
Likewise, number two in my own platform, 
I believe there ae relatively few trade practices 
that cdn and should be prohibited, per se, I do not 
know whether you use the per se language to the 
same extent we do, But we worry a great deal about 
per se violations, 
Practices which are clearly deceptive or, 
if you wish, clearly predatory I think, of course, 
cyl should be prohibited. But when one goes beyond that 
j there are not very many things where one can clearly 
say that this should be prohibited in general; be- 
cause so much depends upon the character of the 
competitive situation, and the directness of competition, 
and the behaviour of individuals, and so on, in any 
given situation, 
I mention this because, from my point of 


view, I do not like to see an attempt to prohibit 
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something called loss leader selling in general 
terms. My reasons are as follows: In the first 
place, it is very difficult to define loss leaders 
in such a way as to be sure that one is dealing only 
with them, when one attempts to regulate this par- 
ticular practice. 

I have read with interest the definitions 
given in your earlier report, It is evident that I 
need not go over this ground. I have tried, myself, 
at various tees to develop definitions of leaders 
and loss leaders. And so, unless you wish, I will 
not develop this particular aspect of the problem in 
detail, except to note, in the second place, that 
unless one employs an arbitrary concept, that a good 
portion of an analysis here involves a rather subtle 
interpretation of the intent of the user. 

In other words what I am driving at is that 
it is very difficult time and again to segregate 
something called loss leader selling from normal, 
aggressive price competition, And part of the reason 
for this--and this leads me to my third point-~-is 
that in the sale of goods at retail there is a large 
amount of what you may call interdependence of demand, 
Some people might go to a store with a wide assembly 
of goods and buy only one thing. That happens time 
and again, But the convenience of Naving a Laree 
variety assembled under one roof leads, let us say, 


the shoppers or the customers almost always to buy 
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more than one thing. 

Therefore the prime purpose of the leader 
or, in its most severe form, the loss leader type 
of selling, is to feature a given product with an 
intent and hope that the customer who comes to buy 
it will also buy something else, and that if there 
is a loss taken on the item it will be covered or 
more than covered by sales of other items. 

T think it is important, in the fourth placc, 
if one wishes to understand this problem, to make a 
distinction between leaders and loss leaders by some- 
thing which I choose to call bait selling. 

If a merchant advertises a product at a 
reduction below its normal price, or below some other 
customary level, and does not have 1G in stock, 2nd 
does not intend to have a sufficient inventory to 
meet demands, that is clearly deceitful. And I 
think anyone might well be banned, if he did not 
intend to meet the demand. But if he builds up an 
inventory and is able to meet the demand, that is a 
quite different situation. 

As all of you know, it is customary often 
to define leaders, therefore, arbitrarily; and I 
suppose the most widely employed definition is the 
one that takes the laid down cost of the merchandise 
to a given dealer as a base, and to scli as a 
loss leader represents selling below this net 


acquisition cost. That is an arbitrary definition 
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and it raises, of course, the question: Why not 
push those costs deeper into the store and add some- 
thing to these net acquisition costs which we might 
call direct costs attachable to a given item, or why 
not even raise the average cost of operation? The 
latter, clearly, is most difficult; because that 
suggests that any item should carry average costs -- 
and, obviously, that would not be true, and should 
not be true, Because there are marked variations 
in costs of handling and selling, 

I should like also briefly to make some 
brief--I hope--observations with respect to my 
position concerning resale price maintenance, When 
I first began my research in this field, I might say 
that I took a view which was somewhat unusual, Most 
academic economists have all had very little difficulty 
in this area, So far as most of them are concerned, 
this practice is one that they feel should be pro- 
hibited, because it runs counter, so far as they 
can observe, rather readily, to the tenets of relatively 
simple and effective competition, 

When I began my research I did not start 
with that assumption. This was an interesting area 
of investigation, I wanted to see how it was operating, 
first of all in the States -- in my own state, in 
particular and in the United States in general. I 
might add, therefore, that during the earlier period 


of my research and writing and reporting in this 
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field some people were rather unhappy, among the 
academic economists, because they were not always 
sure as to what my own view was. 

And the reason is that during that earlier 
period I was trying chiefly to explain and to observe, 

More recently I have therefore made an 
effort to indicate and to explain my position -- 
pecause I do, in fact, have one, And I wish to make 
it clear here, so that there may be no misunderstanding 
about it. 

So far as I am concerned, I do not favour 
resale price maintenance, after having observed this 
for some 25 years. In making this statement I wish 
to point out that there are important problems 
arising in the channels of marketing, There are 
certainly important conflicts in those channels, In 
so far as there are issues and problems that might 
require regulating attention, it does not seem to 
me that resale price maintenance is a reasonable 
approach to the solution of these problems. 

Why? Well, resale price maintenance 
represents a permissive procedure employed by manu- 
facturers in the marketing and sale of their own 
trade-marked goods. Whether resale price maintenance 
will be invoked, therefore, depends in the fi¥reu Clace 
entirely upon the interests of the manufacturer -- 
and I say “in the first place." In some fields it 


is not practised, and in other fields 10 1s, 2 has 
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a relatively haphazard and unselective type of 
application, There is no necessary relationship at 
all between the needs of the field in terms of 
important problems and the extent of application, or 
the character of that application, 

For instance, certainly I suppose one of the 
most intense fields of competition, where there is 
more stress and strain than in othhy fields is the 
grocery field, Resale price maintenance I am sure 
has almost no application there; whereas it is invoked 
very heavily in the drug field, and a few other fields. 

So this permissive and unselective method 
does not, in itself, it seems to me, guarantee that 
there would be a reasonable approach to the problems 
of trade regulation, 

In the second place I always keep in mind 
that it is a system of private price regulation, Under 
it a manufacturer is able to step into the marketing 
channel and establish the price structure and price 
relationship, either in a full sense or in the sense 
of minimum prices. And this is a scheme of private 
price regulation without the supervision of public 
bodies. 

In the third place -- and this I think is 
very important, indeed -- the character and extent of 
use depends very greatly upon whether or not there 
may be group or collective administration of resale 


price maintenance, 
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For instance, in Great Britain there is 
much more application than there is in the United 
States, In Sweden I was told that probably 30 per 
cent of the consumer goods were sold on this basis 
prior to the prohibition a year ago. In the United 
States a relatively insignificant percentage of goods 
is sold on this basis, in spite of the broad rights 
existing there, The difference primarily is that in 
the United States there is the Sherman Act, with its 
prohibition of group activity. In other words, 
group enforcement is unlawful in the United States, 
in the open sense. 

But resale price maintenance, in the 
environment of cartels or of collective administration, 
takes on a quite different form than resale price 
maintenance where a collective administration is unlawful. 

| I was interested,in reading a most recent 
British report, to notice that there is a strong 
feeling there that collective administration should 
be prohibited; because they have an awareness of 
this aspect of the problem. 

Now, that leads to another consideration, 
Resale price maintenance is apt to be invoked most 
heavily in fields where there is a Strong, 22. you 
wish, consciousness of mind, or at least a strong 
ability to behave as a unit. (In the drug trade in 
the United States there is this particular attitude 


and ability. The majority of the volume of drug 
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products, -- the larger proportion of them -- go to 
market under conditions where they prefer this type 
of regulation, That affects the attitude of manu- 
facturers in making decisions as to whether to enter 
this type of program, and affects the costs and the 
difficulties of enforcement also. 

In looking at resale price maintenance I 
should like briefly, again, to consider what one might 
call some of the long-run consequences or repercussions 
of this practice, when it becomes generalized and used 
widely. It is my observation over the years that 
members of a given industry or trade are almost always 
more concerned with the immediate short-run situation 
and results than with what might happen ten or fifteen 
or twenty years hence, based upon, lee us say, 2 given 
adjustment in circumstances of their industry oF 
trade. That is quite reasonable; because, after all, 
if you do not survive today you will not be here to- 
morrow. So it is quite understandable why the short- 
term view tends to be taken in any given situation. 

But I think it is my responsibility, as an 
academic observer, to look ahead and to try perhaps 
to analyse what may happen either theoretically or 
in terms of what one can observe in countries where 
this practice is longer established and used more 
widely than it has been in the United States. so, 
if I may, I should like to generalize, just a bit -- 


and, please realize, though, that there is evidence 
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to support these generalizations. 

In fields in which manufacturers! brands 
have relatively general distribution -- in other words, 
must carry well known brands, because they are in 
general demand -- if resale price maintenance is in- 
voked, and if in the process of invoking it the margin 
given 2 dealer is somewhat nearer to his average 
operating costs, or perhaps even a little higher, 
depending upon the circumstances, then these particular 
fields obviously become attractive. Thau Ss, chis 
looks like a sure way in which to make a living, 
pecause of the protection given to the dealer. There- 
fore, there will be a tendency for individuals and 
for capital to flow into these fields. In other words, 
the number of dealers and the number and variety of 
facilities will tend to increase, assuming always 
that there is free entry into the business. And in 
most retailing there is free entry -- although, 
occasionally, there are arbitrary operators such as 
one sees in the beverages field, and the drug field, 
based upon licensing procedures. 

Now, as the number of establishments increases, 
obviously the volume per establishment will tend to 
decrease. Likewise, because it is no longer possible 
openly £o feature prices as a means of getting 
ees on the control items there will be a tendency 
to, pay more attention to the service aspects of 


merchandising; and this will tend to increase service 
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costs, But since this is happening -~ volume going 
off and costs going up -- there will be some dealers 
who will try to resolve their problem by price 
cutting of a surreptitious or a secret nature. And 
the small dealer, especially, will be able to employ 
this practice on an informal basis with his regular 
customers, And the practice may become common 
practice in the industry, 

Now, we are faced with this kind of sit- 
uation: The manufacturers may be oxpcctcd to find 
themselves under pressure to expand their margins, 
because the margins they started with are no longer 
adequate under these conditions of decreasing volume 
and of higher costs, 

Now, this puts the manufacturers in a 
difficult position, because any given manufacturers 
would have before them the problem of whether they 
could expand these margins out of their own profits, 
or whether they should expand them by raising prices 
to the consumers. And just what competition would 
dictate becomes one of the difficult variables 
manufacturers would have to face up to in this par- 
ticular situation, 

Now, there is one solution to this problem; 
and this is what I have sometimes called the ultimate 
rationale of generalized resale price maintenance, 
The one solution is limiting the number of dealers 


under a scheme of licensing. The scheme could be a 
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private scheme, administered by a trade or industry, 
as has been true to some extent in Great Britain; or 
it could be a scheme of governmental or public 
licensing. And if the numbers are kept down under 
the price umbrella, then, this is a workable scheme 
of operation, protecting dealers, giving them franchise 
rights that are valuable property rights, and no 
doubt would be subject to sale in the market when a 
dealer went out of business, if he could guarantee 
the delivery of this type of protection. Another 
type of pressure arises also, I should point out, 
and that is the desire sometimes for governmental 
intervention -- trying to pass the burden of en- 
forcement over to governmental agencies; because 
enforcing prices over numerous dealers in widely 
found markets, is a very expensive business. sSome- 
times I think we tend to forget that this is price 
fixing and price control in peace time conditions 
without the benefit of the factors of patriotism and 
loyalty; and therefore there is a certain tendency 
to ask the government to intervene. That has been 
true in the United States, to some extent, 

The alternative to governmental intervention 
would be collective administration, where members of 
an industry or trade would be allowed to get together 
as a group, -- as has been true in Great Britain, 

Ana collective administration is much more economical 


than administration by individuals. 
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The ultimate rationale as I have described 
it here, exists in my state of California already in 
the alcoholic beverages trade. Please do not mis- 
understand me; I am not suggesting that in all trades 
what happens here would occur, because this is a 
peculiar situation, What one does regularly in the 
sale of alcoholic beverages need not happen in the 
sale of other products. But this does, in a sense, 
show what I would call to be the ultimate rationale. 
In the first place, manufacturers are required to 
post resale prices «- the distillers. In the second 
place, all the dealers are licensed by the state, 

In the third place the number of licensees has been 
kept down to the pre-war level, in spite of the great 
increase in population, In the fourth place licence 
rights enforced by the state licensee -- in this tase 
the Board of Equalization -- give very strong control 
over the dealers. And this state agency, therefore, 
is in a very strong position to enforce price 
structures on the manufacturers or distillers as 
enunciated by them, on a compulsory basis. 

Incidentally, therefore, of course these 
licence rights are valuable property rights, and can 
be sold for rather sizeable amounts by one dealer to 
another dealer. 

One further observation of a general 
nature, I am of the belief that one of the most 


important aspects of trying to analyse this field, 
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according to my observation, is the endeavour to 
unravel in a reasonable sense the mysterious behaviour 
by manufacturers in this field. The Federal Trade 
Commission made a tremendous effort to get evidence, 
andvfound it veryrdiifieult. If there is anyone in 
this room who has read some of my work he will know 
that I have made several attempts at various times 
to try to get a basis for analysing the attitudes 
and the interests of the manufacturers. By that I 
mean, what would influence a manufacturer to set up 
a system of resale prices, and what would be the 
problem he would have to analyse, the burdens he 
would have to carry -- and what would lead him to 
reach a decision one way or another? 

It is my observation that most manufacturers, 
except in those trades where there is strong unanimity 
or cautiousness of mind among the dealers, find it 
very difficult to reach a conclusion on this matter, 
Because the problem has so many aspects, and there 
are so many possible competitive threats to their 
position -- let alone the expense of enforcement, 

And this latter element cannot be overstressed, 
especially in the United States market when one 
visualizes the problem of trying to enforce price 
structure nationally in 45 jurisdictions. If a 
manufacturer makes a mistake, his competitor may 

pe able to capitalize on his mistake, no matter whether 


it ig in one direction or another. this is a very 
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complicated problem for a manufacturer, on which to 

do an analysis, to be sure of his position, And if 

he decides, yes, then he realizes that he is under- 
taking a very sizeable job, in terms of the allocation 
of resources to enforcement, 

Now, so much for that, I shall be glad to 
develop this subject further, if you wish, during the 
period of questioning. 

In the next place I should like to make a 
few brief observations concerning the use of leaders 
and loss leaders. I have chosen a few of what one 
might call general types of statement that arise. 
They have arisen in my country, Great Britain and 
Sweden, and I am sure they probably arise here -- 
established statements, both pro and con, And it 
seems to me I might be helpful by looking at a few 
of these generalizations which do arise in this 
Pie Lo. 

First, it is argued that the use of leaders 
and loss leaders has a depressing effect upon the 
prices of primary producers, I might say that this 
argument was used very effectively in the depression 
period and was, to some extent, the base of the 
whole NRA program in the United States, It was felt 
that one might be able to resolve some of this 
problem of depressed markets by arbitrarily raising 
prices, and by applying force to the markets. 


So far as leaders and loss leaders are 
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concerned, it seems to me this is an example of 
relatively naive and unsophisticated reasoning. jie 

a loss leader is a true loss leader, then by definition 
the dealer is subsidizing the practice himself. In 
other words, he has voluntarily reduced his marketing 
rate below his normal marketing rate, or some other 
figure which he might have used otherwise. And he 
himself, therefore, for purposes of selling other 
products, has decided to take this particular reduction, 

He therefore, in a sense is subsidizing 
the sale of his product. And the reduction in price, 
other things being equal, should increase the sale 
of the product, with given demand conditions existing 
in the market, 

There is no particular reason, you sec, 
why this should work back to the disadvantage of the 
primary producer, On the contrary it should benefit 
the primary producer, because it will tend to increase 
the sale of his product. 

There igs one exception, The exception would 
pe in those markets where a large number of dealers, 
in retaliation, could poycott the sale of this 
particular product, And, if that happened, you 
would have a problem, again, of collective action, 

individual 
But, assuming /and spontaneous action or forces, iv 
seems to me one cannot make a case for the proposition 
that loss leader practice would work backwards through 


marketing channels to the detriment of the primary 


producers. 
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On the contrary you may recall that some 
of our large distributors have been praised tremendously 
for trying to bring a solution of the problem of excess 
farm products by featuring them in their stores, It 
might be very difficult to dissociate this type of 
praiseworthy practice from the use of something called 
LOSS Leaders. 

In the second place, it is sometimes argued 
that the use of loss leaders is a type of deceptive 
practice which confuses consumers; that it is invended 
to make consumers believe that all the other items in 
the dealer's assembly are sold at equally low marketing 
rates, I think all must agree that this element is 
likely to be present to a greater or lesscr extent, 
Certainly I cannot stand here and attempt to interpret 
to you the behaviour of all the housewives in the 
United States, or tell you to what extent they are 
rational or relatively ignorant as they approach 
their buying. I think we are all agreed, though, 
that housewives are quite accustomed to buying 
specials. They tend to watch advertising; and my 
surmise is that a large proportion of them -- perhaps 
the great majority of them -- understand this as a 
tactic, and that they will watch values between 
competing enterprises, and do considerable shopping; 
and I would think that they become very shrewd in 
judging prices and values as between different stores -- 


although it is true that there may be a certain 
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element of confusion in their minds, in individual 
situations. My final reaction is that the confusion 
here would not be as great as the harm to them if 
price cutting could not be employed widely and 
competitively in the distributive trades. 

In the third place, it is sometimes argued 
that the use of loss leaders is a practice that can 
be employed best by the larger organizations; and 
that, as a consequence of this application, a quasi- 
monopoly position or even a monopoly position, may 
be created in retailing trade marketing channels; 
ang that therefore it would be an excellent idea to 
prohibit the practice in order to protect the consumer 
and the public against the building of these quasi-~ 
monopoly positions, 

Now, please recall again my general 
position, that it is very difficult, except arbi- 
trarily, to dissociate or to segregate the use of 
leaders from price competition and promotion of 
merchandise in general. 

In the second place, at least in the United 
States -- and I assume it is true here in Canada also -- 
retailing is one of the most competitive parts of the 
economy. In fact, it is probably just about the 
most competitive segment of the economy. It is very 
aifficult, if not impossible, to obtain and to hold 
a monopoly position in a given retail market. It is 


so easy for new entrants to come in, that anything 
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that tends to look like a monopoly position becomes 
threatened immediately by new competition, 

Then, in addition, competitors always have 
other alternatives available to them. Many of us 
who have observed marketing over a period of years 
I think will have been impressed by the ability of 
the marketing system to express itself in a different 
way as conditions have changed, There is enormous 
vitality and energy stored up in the free enterprise 
system, as it expresses itself in the handling of 
goods and services in our markets. Over the years 
this monopoly cry has been used almost always when- 
ever a new enterprise became important, No doubt 
some of you have read of the cry at the end of the 
last century,and early this century when it was used 
against the department stores -- arguing that they 
would soon have a monopoly of retailing in our 
market, Department stores have never achieved such 
monopoly. 

Then, it has been used against chain stores, 
It is used against super markets, to some extent, In 
some foreign countries it is used against consumer 
cooperatives. 

In other words, any new competitor who shows 
signs of vitality and strength becomes attacked as a 
threat to competitive marketing -- a danger, pecause 
it is called a quasi-monopoly situation, 


In terms, at least, of my observation, I 
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do not see any strong threat, in terms of quasi- 
monopoly potentials in the use of leaders and loss 
leaders in our markets. 

Then, in the next place, it is often argued 
that the use of leaders and loss leaders tends to 
ruin the reputation of established brands in the 
markets, Again it must be admitted that there may 
be something to this, in individual situations. 

After all, who am I to stand here and try to tell 
you exactly what happens to hundreds of thousands 

of products as sold in marketing channels. Yet, over 
the years I have tried carefully to get evidence on 
this particular matter, So has the Federal Trade 
Commission in the United States; and I assume that 

no doubt you people are trying to get the same 
evidence, 

It is very difficult to establish the facts-- 
in other words, to build up a very large body of 
evidence concerning this particular issue, My own 
view is that very likely this argument does not have 
very much basis, in fact. It is the best-known, 
well-established products that make the best leaders, 
and the reduction of the price of those products 
igs not very likely to be assumed by consumers to 
reflect a cheapening of the qualities of those 
products -- at least that is my view. There may 
perhaps be an element here with respect to new 


manufacturers; but in any individual situation, 
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that becomes a matter of fact, in each case. 

Then, likewise, it is often argued that the 
character of competition and of costs in retailing 
does not provide the base for price differences among 
sellers. In other words, to put it differently, that 
margins tend to be small in retailing, and that there 
is not the basis, therefore for significant price 
differences among vendors, and that therefore, for 
instance, resale price maintenance or other types of 
regulation could not really make very much difference, 

Now, as a matter of fact this is not true, 
There are enormous differences in margins in retailing. 
In a large metropolitan market there is truly a 
spectrum of costs and prices between the full 
service dealers, serving highly exclusive and 
selective markets on a service basis, and the limited 
service cash~and-carry dealers. 

Perhaps the best way to visualize this is 
to take the super market, which may be operating on 
10, 15 or 16 per cent, and contrast their costs with 
those of department stores serving upper and middle 
markets, with costs running to 35 or 40 per cent -- 
and in each case I use figures based upon selling 
prices, not upon the cost of merchandising. 

In almost any complicated metropolitan 
market there is a wide range of variation in cost. 

I could for instance, I am sure, take you to a 


typical American city and show you two department 
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stores, one of which would have full service, with 

a fine building, wide aisles, elaborate fittings, 
abundant sales staff and service, first class selling 
service, credit, delivery service, And right across 
the street may be another store with a much inferior 
puilding, with crowded aisles, with a very small 
amount of service, where the customers have to fight 
to get the merchandise -- no delivery -- no credit, 
And the costs are bound to be different. They may be 
almost half in one case as opposed to the other, 

My point is that there are differences in 
the costs of selling. For instance, in the retail 
drug stores the dealers say they must have 33-1/3 per 
cent in order to operate a typical drug store, Im a 
supermarket, selling staple products, the costs are 
obviously very much lower, That would be so in any 
food outlet selling relatively staple products, where 
they get volume. 

Then, it is sometimes argued also that 
price competition under resale price maintenance can 
be just as vigorous as without. I added this point 
after my previous point because clearly they go to- 
gether, If there are not variations in margins, then 
obviously it might not make very much difference, 
except in individual situations, 

But one of the chief reasons, I think, for 
opposing resale price maintenance in terms of general 


application is that it requires all dealers, regardless 
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of their costs, and the type of operation -- clicntcle, 
the number of services, and so on -- to sell either 
at the same price, or at least not to sell below the 
minimum price, And this, therefore, tends to freeze 
to a considerable extent competitive adjustments in 
retail markets among various types of enterprises, 
And in fact, in reply to this particular point of 
view, it is intended to do so. Why should there be 
such insistence upon this type of regulation, unless 
it was intended to inhibit price competition among 
sellers in that field? 

Then, likewise, in terms of some of the 
types of arguments I have seen advanced in general, 
the question is often raised: What would be the 
effect of prohibition which would merely, in the case 
of loss leader selling, prohibit sales below net 
acquisition costs? That is, would this have very 
much influence on the market? 

Now, except under conditions of wide and 
deep depression, when markets are full of depressed 
merchandise, such as under the conditions which existed 
in 1933, when very little could be moved under any 
type of endeavour, there is not very much merchandise 
sold below net acquisition costs, In other words, 
usually this is a type of practice that involves a 
very very insignificant amount of merchandise, , 

In other words, a type of prohibition of 


this sort would not make very much difference in a 
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normal market. This raises the question, by the 
way, of this type of approach -- and perhaps we 
might dwell for a moment or two upon it. In the 
United States there has been some endeavour among 
the States to set floors under competition in our 
markets. Sometimes those floors are based upon 
costs, and sometimes they are arbitrary floors. 
Sometimes they are 2 per cent of wholesale and 6 per 
cent of retail, In other cases they have gone to 
higher levels. And these have been intended to be 
approaches to this particular problem of coping 
with loss leaders, in terms of some arbitrary 
definition, 

Now, these floors, when they are low, 
at acquisition cost, or a very small figure above 
acquisition cost, do not make much difference -- and 
if you wish I can discuss this in a little greater 
detail En provided those floors are kept low enough, 
But once this type of approach is ended, there is a 
tendency to try to push those floors up from 6 to 8 
to 10, in order to give greater protection to the 
dealers in the markets, Because on the very low 
mark-up basis they do not really make very much 
difrerence, 

Finally I have one general observation, 
and then I shall be glad to entertain such questions 
as you may wish to ask. I mentioned earlier that 


the field of marketing, especially the field of retailing 
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is a highly competitive field. At least,in my expericnce 
in the United States, I have found that to be so. 

But, by the way, it is not always so in some other 
countries, In European countries there is much more 
restraint in sales inovations than there has been in 
this field in the United States, One is impressed 

by the ability of dealers, competitors, in using 
alternatives and introducing new methods and new 
devices, new products and the dike, Pherewis) an 
enormous active and latent reservoir of inovations 

in marketing in our markets, I think a very important 
issue for all of us, always, to keep in mind when 
trying to analyse what is reasonable behaviour from 

the standpoint of regulating, is to keep before us 

the question: Do we or do we not really want a free 
competitive enterprise system? This is one section 

of the economy that, in the main, is highly competitive, 
and where it is easy to get into business -- and 
sometimes it is easy to get out, also, especially 

when the going gets rough, But 1tie anverea of 

free, aggressive enterprise, on the whole. That is 

the reason why there is always so much endeavour in 
trying to do something to regulate competition, When- 
ever competition works effectively and vigorously 

there will be tries for some assistance in restraining 
that effective and aggressive expression of competition, 


One of the reasons I have come to take such a 
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strong position against resale price maintenance, in 
my own thinking, is that to me it is one of the 
portents of the willingness to accept a form of 
regulation of this free, active, innovative enterprise 
system. In this case it is a system of private price 
regulation which, if its ultimate rationale is 

carried out, leads eventually to a form of interference 
and restrictionism,. 

My own feeling is that all of us, as members 
of the public, as consumers and also in general terms, 
have much more to gain by keeping this sector as free 
as possible, and as open and as honest as possible in 
terms of competitive expression; because on this 
basis we will tend to place the adjustments in our 
whole system of production and distribution on a 
relatively spontaneous basis of adjustment to supply 
and demand forces in our markets, in contrast to 
passing that responsibility and obligation over to 
systems of either private or public regulation, 

In other words, so far as I am concerned, 

I should like to see misrepresentation, deceit or 

any other form of predatory practice prohibited and 
curbed. I prefer to see these types of bchaviour 
observed by experts who can decide to what extent 
they have these particular qualities, And then I 
should like to see a competition relatively free and 
spontaneous, with entry likewise relatively free into 


the trades, on the ground that this is the essence of 
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the enterprise system, which all of us I think are 
trying to preserve and to optimize in our economy. 
I thank you, gentlemen, for allowing me 
to be heard, I shall be pleased now to entertain 
such questions as you may wish to ask. 
THE CHAIRMAN: Well, professor, as you 
have been speaking steadiy, perhaps we might have 


an intermission at this time. 


~~m Recess. 


--- Upon resuming 


THE CHAIRMAN: Are you ready to proceed, 
Mr, Gerin-Lajoie? 

MR, GERIN-LAJOIE: Dean Grether, you have 
kindly consented to answer a few questions, First 
of all, you mentioned that the high cost of enforce- 
ment of resale price maintenance by manufacturers is 
a very real item. Do you think that this factor tends 
to strengthen the position of large firms in competition 
with small firms under a regime of resale price main- 
tenance? 

| Dean GRETHER: Over similar areas, -- in 

other words, a large manufacturer operating in the 
game area as a small manufacturer -~ he would be in 
a stronger position, He has better resources, better 
counsel available, at his disposal, and he probably 


has a wide background of experience, and so on. 
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The real problem of the food manufacturer 
in the national market is the extraordinary difficulty 
of trying to enforce a system under the diversifications 
of the national market, The small manufacturer, who 
tried to go into the national market, would have an 
almost hopeless problem, although he had very large 
resources, The alternative between the large and the 
small manufacturer is more apt to be competition in 
regional or local markets, rather than in the national 
market, Certainly they would not be on the same 
basis in the national market, because it takes size- 
able resources and attempts to try to enforce price 
structure in the national market, 

MR, GERIN-LAJOIE: Now, another point 
which seems to have been covered to some extent ~- 
but you may be able to expand somewhat upon it, 
Representations have been made to this Commission, 
up to now that loss leader selling results in pressure 
upon manufacturers by wholesalers and dealers for 
lower buying prices, which ultimately are reflected 
in the deterioration of products. Do you think there 
is any real danger of such a situation, in your 
experience: 

Dean GRETHER: In the first place, in this 
kind of situation, I think one always raises the 
question as to why the distributor waited for the 
use of this practice to ask for that, They 


always, presumably, try to get the best buy, the 
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best buying prices in the market. 

But, presumably, under pressure of severe 
competition they might look to a manufacturer for 
relief, And it is true, of course, that sometimes 
manufacturers and wholesalers, both, do try to assist 
distributors, retailers, in putting on specials. 

They look around for perhaps a good 
collection of merchandise that they can use for 
purposes of specials. I think it is not impossible 
that, in a given situation under a play of pressure, 
that a manufacturer sometimes might have been forced 
to face up to this question, whether he might be 
forced to deteriorate the quality of his product to 
meet a given pressure in the market. But my guess 
is that it is highly exceptional, and that most 
manufacturers would resist this type of pressure, 

Please remember that this type of pressure 
comes from the individual market -~- not from the 
total market at any given time, It arises here and 
there, depending upon the play of local competitive 
factors, 

I would not think that a manufacturer, in 
reaction to pressure arising from a given local market, 
would really be forced to deteriorate prices for that 
purpose, particularly national brands, which are the 
ones likely to be used as leaders. He wants to 
maintain their position and their reputation in the 


market, 
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It gets a little bit complicated because, 
as you know, in retailing in some fields, there is 
the habit of price lines, And sometimes those price 
lines are maintained and adjusted to keep the price 
lines, This is a habit, let us say, of adjustment, 

Likewise to an extent, in connection with 
behaviours in retail and wholesale markets, one must 
realize that almost always there are other routes to 
market, to other brands of the same manufacturer, and 
private brands, These become ways of adjustment to 
meet competition, also. 

MR, GERIN-LAJOIE: Of the same manufacturer? 

Dean GRETHER: Yes, of the same manufacturer, 

MR, GERIN-LAJOIE: Another point raised at 
times before this Commission is to the effect that 
the worst features of deep price cutting would be 
mitigated if the reductions were made through 
excessive trade-in allowances, where this is possible, 
rather than advertised price cuts, From the view- | 
point of the public interest, do you see any dif- 
ference between the two types of competition, or 
price competition? 

Dean GRETHER: This is, I should say, 
indeed a most interesting question, and one concerning 
which one could make a quite extensive talk. One of 
the most difficult areas from the standpoint of 
enforcing price structure, is the area where there 


are second-hand products which must be handled, 
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either on the trade-in basis, or on some other basis. 
And in some of those areas one cannot cut the price 

of the initial new item without reference to the price 
placed upon the trade-in item, as the bargain is 
worked out between the consumer-buyer and the dealer, 

I could talk a long time about efforts which 
have been made in various circumstances to try to do 
something about that problem. However, I shall not do 
that at this time, unless you wish, 

Toe ai ala coroblem, “The facts of dive are, 
in fields like the automobile field, and the field of 
rather durable appliances, that the publically announced 
prices to some extent are fictitious, The publically 
announced price is not the price at which the consumer 
buys, The actual price has to consider the value 
placed upon the trade-in item, For, if there is no 
trade-in item, and business is slow, there may be a 
cash reduction from the announced price, One could 
give many examples of that, 

Now, your question is, which form of price 
competition is preferable from the public's point of 
view. 

MR, GERIN-LAJOIE: Or do you see any reason 
why one form should be permitted and one should not? 

Dean GRETHER: My feeling, my view, is 
different from the intent, perhaps, of your question, 
Ang that is that this, I think, is something inherent 


in dealing with a second-hand commodity, That is, there 
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is the problem of establishing the value of the 
trade-in, which can then be disposed of on the second- 
hand market, the used market, or as junk. 

It is almost always an dspect of the bargaining 
situation; and in these areas manufacturers not in- 
frequently wink at this whole situation, That is, 
they assume that this higgling area is handled by 
the dealer, That is where he can adjust prices at a 
given amount, based upon the inventory situation, and 
the trade and the market, and that the dealer is the 
flexible medium for adjustment under these conditions, 

Now, the manufacturer would find it aifficult 
indeed to try to freeze and hold that situation so 
that dealers would not be operating in a flexible 
position in getting and holding business. 

So my point is that this is almost 
imperative in the very nature of buying and selling 
in this field. Whether it would be preferable to 
have buying and selling of it at a publically announced 
and advertised price, without reference to the 
higgling factor, therefore seems to me for the most 
part not to be in issue, Because this 1s inherent 
in the nature ef the transaction; and the values 
placed upon these trade-in items varies with the 
state of the market, and the degree of emergency 
upon the dealer to dispose of his excessive inventory-- 
and what not, 


And, perhaps this is in the minds of some 
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people, that it is preferable to have competition 
out in the open, so that prices are publically 
announced, rather than have this secret, variable 
pargaining element; or, -- 

MR, GERIN-LAJOIE: Or at least make it 
possible so that a dealer might do as he wishes, and 
not be compelled to give a phoney trade-in allowance, 
as he is obliged to do under retail price maintenance. 
Under another regime -- well, the dealer would be free 
to choose whatever way he wished to give a reduction 
or a rebate, 

Dean GRETHER: My impression is that no 
matter what words one uses, even under resale price 
maintenance this is present, That is, this is a 
secret and individual higgling area, and dealers do 
tend to adjust themselves to competition here. And 
they are always making those adjustments, even on 
fair-trade items. 

THE CHAIRMAN: Dean Grether, I think perhaps 
what Mr, Gerin-Lajoie has in mind approaches the 
matter in a somewhat different way. We were told 
that prior to the passing of legislation here at 
the end of 1951 the practice of resale price main- 
tenance did exist in certain fields fairly extensively, 
and that during that period of time there was a great 
deal of this higgling business about which you have 
spoken, purely fictitious trade-in values being given; 


but since the legislation was passed the direct price 
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cut or the discount has become the practice, and that 
certain of the groups who have made representation 

to us felt that the new Beeieenent was much more 
reprehensible than the old one, It was pointed out 
that the manufacturers did not object, or do not 

object so much to this higgling busincss which preceded 
the change in law, but that they do object to the 
wide-spread advertising of reduced prices. I think 
Mr, Gerin-Lajoie was hoping to get your views on the 
question of whether, from the standpoint of the public, 
there is any real difference between getting a cut 

by means of fictitious turn-in value and getting a 
direct cut announced in advertising. 

Dean GRETHER: I see your point, The thing 
I was arguing was that, regardless of the situation, 
there is going to be higgling, Im the sale of fair- 
trade items, where you have prices announced, you 
have higgling going on surreptitiously. the dealer, 
after all, wishes to get the business. Whereas 
competitors on non-fair-trade items do cut prices 
publically when advertising them, because there is 
Me Cenvroa... 

The problem of the fair-trade dealer then, 
4s to get the business, still. And he still will 
adjust matters, not infrequently, to the needs of 
the situation, So that if he is a small dealer, 
after all if it is an individual transaction it is 
difficult to control, under the terms of that 


situation, 
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From the standpoint of the manufacturer, I 
see your point, The public advertising of lower 
prices does put him under greater price pressure than 
having these adjustments made individually and more 
or less secretly to meet the market. Undoubtedly I 
think that is true, and I can see why some manufacturers 
might wish to have the burden of price reduction 
carried locally and individually rather than to have 
it announced publically, as a general reduction, 

THE CHAIRMAN: From the point of view of 
the public, they get the reduction by one means or the 
other -- that is, from the standpoint of the consumer? 

“Dean GRETHER: When one talks about public 
announcements one must be careful because there may 
pe some considerable restraint in making those public 
announcements, so far as the manufacturer is concerned, 
That is, there may be retaliation by competitors, It 
may be preferable to have these adjustments made 
flexible down the dealer channel, rather than at the 
top, when there are only a small number of competitors 
in the market; because they must start from something 
fairly near the same level, if thein products are in 
keen competition, 

MR, GERIN-LAJOIE: If you feel that price 
competition is essential, to a great extent, to our 
free economy, would you go so far as to say that it 
is preferable in the public interest that price 


competition be permitted openly, and that such 
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competition would be more effective than just 
competition with trade-in allowances, and so on? 

Dean GRETHER: One likes certain price 
competition. One must not, however, be confused, say, 
here, by something that looks very fine, theoretically, 
on paper. 

I do not know whether you recall the open 
price announcement of a few years ago. It was argued 
that open pricing eecne way to make competition 
effective, in a price way. But quite frequently a 
considerable amount of price competition is on this 
higgling basis, and it is inherent, in the very nature 
of the sale of high-priced specialty items, especially 
when there are trade-in items. 

Now, I think it is very likely too that if 
a major manufacturer announced a reduction, competitors 
must announce reductions, also. So you have got active 
open price competition in that case. It will not go 
on indefinitely. There will come a point where that 
will not continue, The flexible element is in the 
bargaining and marketing channel, in the very nature 
of this type of situation, 

A lot depends on what I called earlier the 
structure of the market, By that I meant the number 
of sellers on the market, and the relative character 
of the products they make, in terms of their buying 
and use; and a lot depends on the policies of the 


firms themselves. They vary considerably among 
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different firms in different markets. 

But I think, myself, it is dangerous to 
assume that open price announcements would, in them- 
selves, necessarily produce active, ageressive price 
competition of all levels, because you have them at, 
say, one Wevel, 

One never knows the difficulties of restraint 
that may be almost implicit in any given situation, 
because of the dangers of starting a major price war 
among competitors, Therefore, very often there is a 
certain amount of higgling and price variation going 
on, of a flexible sort, in the market, 

MR, GERIN-LAJOIE: What do you mean by that, 
that open price competition is one element, or not 
even that? 

Dean GRETHER: Oh yes. You have, let us 
say, a manufacturer announcing prices, on the open. 
But, as I said earlier, those are not necessarily 
the prices that consumers are buying athe ja od ven 
market, Therefore you must consider all kinds of 
variations in the trade, the degree of service, and 
so on, and other elements which may arise in bargaining 
on the market, 

MR. GERIN-LAJOIE: Now, Dean Grether, I 
‘understand that you have studied the situation in 
this respect in other countries such as Sweden and 
England. Would you be able to say if resale price 


maintenance has about the same effect in all countries 
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where they have it, or if it almost invariably varies 
according to different circumstances -- let us say 
attitudes in the trade, or also the number of manu- 
facturers in certain fields, and so on? 

Dean GRETHER: In my earlier comments you 
will recall that I emphasized the importance of 
looking for what I called the relevant facts and 
factors in any given situation. I had in mind there 
not only between markets in a given country, but as 
between countries, 

Take Sweden, for instance, Here you have a 
country with a land mass the same as my own state of 
California, with a population relatively staple at 
seven million people and, in contrast a very dynamic 
population system. Growth is characteristic of our 
economy. And, by the way, I do not intend to make a 
speech about California -- Apitiispoin’, vanywayi) 1 
just wish to stress the situation, 

The environment in Sweden is one of a small 
and homogeneous country where there tends to be much 
more conservatism than where there is competition 
petween buyers and sellers running across state 
poundaries such as we have in our 48 states. 

Also, in Sweden cartels, or group arrangements, 
are not prohibited. They are registered. They can be 
investigated. Action may be taken in special cases. 
BuLvsthere is ne general prohibition similar to our 


Sherman Act in the United States. 
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Now, in that setting resale price maintenance 
4s used much more effectively than it is in the United 
States, They have a much larger proportion of goods 
which would come under its control. 

Now, as I mentioned, a year ago this last 
spring I happened to be in Sweden at the time the 
Riksdag had prohibited resale price maintenance. 

But manufacturers may still suggest resale prices. 
And some of the people to whom I talked felt there- 
fore that the prohibition might not be effective, 
because suggested prices would still tend to be 
employed, because of the conservative nature of 
competition, in many of the trades. 

I cannot give the facts on this. I have 
peen informed by at least one Swedish economist that 
this fear has not been entirely borne out by the facts-- 
that there have been some adjustments in prices in 
Sweden following the prohibition, While I have not 
followed this up, I have heard that there has been 
something similar in France, In other words, there 
4s some tendency in some other countries to take 
action similar to that in Canada. I might say that 
the debate still goes on in my own country. 

MR, GERIN-LAJOIE: Are you in a position to 
say whether this action taken by soiie countries like 
Sweden and France in abolishing resale price main- 
tenance reflects a desire to strengthen price 
competition, or reflects a concern about competition 
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Dean GRETHER: I think in the case of Sweden 
that is true. There is considerable concern there, 

I am sorry I cannot speak in relation to France; 
perhaps you have better information on that than I 
have, 

By the way, there is an interesting twist 
to this -- at least in the literature in Great 
Britain, as I have been reading it, if I might digress 
for a moment. I have noticed in one or two cases 
that trade unions have spoken out in favour of resale 
price maintenance, They have done this on the ground 
that they did not wish unrestricted competition. 

That is to say, in other words they felt that they 
could get along better with some restriction, Just 
to what extent that represents the general attitude, 

Lt do. nos know ~~ except, you, mow; ofcourse pirom 
reading the 1949 report, that resale price maintenance 
as collectively administered, is under suspicion in 
many quarters in Great Britain. 

MR, GERIN-LAJOIE: Now, at the end of your 
main statement you insisted, it seemed that predatory 
practices, such as misrepresentation and deceit, and 
so on, should be curbed and prohibited, and you said 
that resale price maintenance was not, apparently, -- 
that is, if I understood you correctly -- the remedy 
for such practices. Would you have any other remedies 
to suggest, or do you know of any other remedies whicn 


have been applied, or which could be applied? 
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Dean GRETHER: In the first place, I did 
not intend to include misrepresentation and deceit 
in selling under the heading of predatory practices. 
I think selling that is clearly deceitful is almost 
always capable of being spotted, and measures should 
be taken to eliminate it, 

Predatory practices are of a different 
breed; and this is one of those words I used -- and 
IT used it because it is prevalent. It suggests a 
practice intended to injure or to destroy competition. 
And you get into a nice problem here as to whether 
you are speaking of an individual competitor, or 
competitors in general, I shall not discuss that 
at the moment, 

In other words, it is a matter of whether 
a competitive device is satored that goes beyond 
the normal tactics of the code of retail competition, 
an the endeavour to get rid of some form of 
competition in the market. That could be labelled 
let us say, as a predatory practice. 

The difficulty is to determine what is a 
predatory practice. Again you come back to my 
original view. One has to analyse again a given 
case to discover whether or not a given practice as 
alleged is truly a predatory practice. 

Now, as to remedies. It seems to me that 
anything that can be done to control deceit and 


misrepresentation in advertising and price announcing 
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is good. I do not know about your situation here, 
in detail, but as you know in the United States the 
Federal Trade Commission does take action in this 
area, In the individual states also, there is con- 
siderable action under local laws. And then there 
is voluntary action under the Better Business 
Bureaux -- and I assume the same is true here in 
Canada, also, 

MR, GERIN-LAJOIE: Is the action taken by 
the Better Business Bureaux quite extensive in that 
field in the United States? 

Dean GRETHER: I cannot possibly generalize 
for the United States as a whole. I have seen merely 
local evidences. Some good does occur, Voluntary 
control is always difficult. It depends so much upon 
industrial discipline itself. But, so far as it can 
pe done this way, I think it is an excellent approach 
to the preblem. 

I have strong confidence, myself, in 
measures to preserve competition -- in other words, 
the anti-trust approach, It seems to me if one can 
ban deceit and misrepresentation, and monopolistic 
tactics and combinations, as well as conspiracies, 
that one will go a long way toward maintaining a 
healthy competitive situation, 

And, beyond that, -- I am going pack to my 
original point of view -- I would wish to look at a 


given set of circumstances to see if there is anything 





eva mer oe ho a met 


anes ne ya, by: a? Me Le MRL. opal 
aap ites 


_ 


7 ne 
anh {iid 
ak 


4s r 
mgt, hee * 1 
( a , © 
‘Bue LAOR Gottea’ anit 
vee LPS ids Vegan ' 7 Di ata ' 
' Sa yh set be, Wy 
Sirk Sabet ah We) | Beet eb 1 Ne 
we hee ws MS %,, 
: iy are ri r ra ; Lr fs 
ie Pee ote eit 
te { ‘ / ay A We f 


is nly ' iy a 
ye Te ee Poe of 
ee es C4 
a: we 


ents 
a > 
Ay! 


7 Ld 


va ei ak ‘hs at 
Petia We ayseeieten' ote} 3 


wel ombieny pide deine va 


Lo Se eS: va TH pes bap! ao3eve. ad at — | 


ccc y ii Hash ‘Hoowy OR egonebiye: Preeti 


eneltyen Asin Ow sion at digesta yeni ae Lowtion 
meaty. *h). ae Yet ve hai rent ants fatvaie Saaactaubent 


ieReOntte tne: Room eae FR jatde x i ad srobied 


pn ai | enact add of 
ak viet aint, resmebtaros eros ores Ba 


eho tag, et fh Saisie eupoaate, iia eoumeen 





‘ ™ ; 16 aris 


> Stgiononea: bn, ididecrins ‘bis ae bn, tsoaty aed 
Sabian ae jdiee, w ai heme as sipanaead 


J 
oa 
a 7 
ay 
ian 
ae 
‘ Lida 
ee 
r 
i ; ' 
( ‘ 


> o> 7 
an y ¥ r 
- : C Oi ort 
ot 2 3 ab ee ig) : - | 
Fo eee ee a 2 Wel 7 ~~ - 7 


rig 
5! 















- 3310 - Dean Grether 


else that requires special treatment, 

In other words, I believe that most of the 
demands for measures of this sort would not have a 
strong and reasonable basis if laws against mis- 
representation and against monopoly and conspiracy 
were enforced adequately. 

MR, GERIN-LAJOIE; Thank you, Dean Grether, 
That is all I have to ask, However, the commissioners 
may have some questions, 

MR, WHITELEY: Dean Grether, in the earlier 
part of your statement you referred to some forms 
of advertisements which you thought were deceitful; 
and you mentioned one case where a dealer would 
advertise and either would not stock the item or 
would not meet the possible demand. In a number of 
cases you find advertisements in which a dealer may 
indicate the stock he has on hand of a particular 
product, and which he is selling at a price which 
could be regarded as a low price. Would you include 
that form of advertising? 

Dean GRETHER: May I have that situation 
Bean, pleasc. 

MR, WHITELEY: I mean to say, there are 
some models I may be selling off, of which I have a 
limited stock, 

Dean GRETHER: You mean that it is closing 
eut of those models? 

MR. WHITELEY: It may be a closing out -- 


I presume it would be, yes. 
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Dean GRETHER: Well, if it is a true 
closing out, almost all of our attempts to regulate 
by way of special statutes have this exception for 
closing out of stocks of merchandise, and it is 
indicated that this does not represent a loss leader 
tactic, 

The type of thing I have in mind is this, 
that one department store manager gave this example. 
He said that one retail competitor who was an 
aggressive price cutter, if he could not get his 
merchandise in any other way, would come to his 
department store and buy at normal retail prices, 
and get a small inventory which he would advertise. 
All these sold out one minute after the door 
opened. They did not intend to service the demand, 
at all. For instance, this particular department 
store has a policy of meeting that competition, The 
comparative stock would be put in the competitor's 
store, and maybe one minute after the store opened 
it would be sold out; and then they would put their 
proce Up. 

In other words, they met the competition, 
so long as it was effective competition between the 
two stores, which happened to be placed in neighbouring 
positions. Because, vhis particular aggressive price 
cutter did not intend to meet this demand that he 
was offering to meet, 


MR. WHITELEY: What about the other situation, 
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where a store puts on a nine-o'tclock special and 
runs it for only a limited period of time? 

Dean GRETHER: And in those circumstances 
the public would know that it would only run for a 
limited period of time? 

MR, WHITELEY: Yes, 

Dean GRETHER: Well, if the public is 
informed as to the game, then I think it is reason- 
able and clear-cut practice, 

THE CHAIRMAN: You do not think it is 
objectionable? 

Dean GRETHER: For one thing it may be 
just to regulate traffic flow. You may get customers 
in at a different period of time, and equalize the 
flow of traffic for your store, This can be done, 
if you wish, by offering these sales at certain hours 
of the day or periods of the week when perhaps there 
is excess capacity in the store. 

And, even when not used in that way, if it 
is the intention clearly, from the nature of the 
situation, to offer something on a basis of first- 
come-first-served, then that would not sound to me 
to be bait,in the sense that I have described bait, 

MR. FAVREAU: I suppose the distinction lies 
petween the means of deceiving and the means of 
attracting. Perhaps there is no difricuizy, so. long 
as the customer knows why he is brought into the 


store, 
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Dean GRETHER: Yes and no; is there any 
deceit if a customer knows that if he gets there late 
there will not be any supply left? But if you announce 
that you are selling "X" electric razor tomorrow 
morning, and the supply of those razors is exhausted 
30 seconds after the doors are opened, and if the 
customers have not been warned that they had better 
get there early, then to my mind that smacks of 
deceit, In fact, in some cases they have to be sure 
that the employees do not buy out the whole supply. 

MR. WHITELEY: You mentioned the case of 
primary products, and that you did not think that the 
loss leader carried any disadvantages back to the 
sale of the crop, unless there was an active boycott 
by other dealers who refused to handle the particular 
product, In other situations -- let us say with 
manufactured goods, where some aggressive dealer 
will feature some particular product, and use it for 
an extensive period, as a leader, even though not 
selling at an actual loss, do you think there is any 
continuing tendency then, on the part of other 
dealers, to refuse to handle that particular product, 
and narrow the sales opportunity for the manufacturer? 

Dean GRETHER: By the way, I am not using 
my references to the facts in each case as a means 
for not answering the questions being asked; because 
my experience is that time and again one cannot 


answer a question in general terms, because these 
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facts do vary tremendously between markets, 

I discussed this, though, in this context, 
that the use of a leader is a local phenomenon, What 
is a good leader in a given market would depend on 
what was used in the past, and what is being used 
currently. It does not follow that the same item 
will be featured in all markets nationally at a given 
time -- although I assume it might happen in a given 
context that some particular product would appear tO 
a lot of aggressive price competitors to be useful 
aseanleader. 

My point was that it is not very likely 
that the repercussions from one local market could 
pe of a sort that you mentioned, nationally, if you 
are concerned here with a large and powerful manu- 
facvurer. 

Now, it is true that well-known and 
nationally advertised brands are apt to be used 
rather widely -- but not to the same degree at all 
times in all markets. And when I say "used" I mean 
for leader purposes -- if it has characteristics 
that make it useful for this purpose. 

Now, you get into an interesting problem 
here, If this practice is reasonably general, that 
means the price of the manufacturer, the selling price 
of the manufacturer's product, is reduced. Now, that 
should increase his sales. It gives him, you see, 


distribution without a marketing Tacc. Sometimes it 
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is called a subvention, 

To go back to the original point, about the 
only way he could be damaged in this kind of sit- 
uation would be if the dealers as a group decided 
not to feature his merchandise, and try to sell 
something else. 

Undoubtedly there are cases of this sort, 
where, through group arrangements or some spontaneously, 
a manufacturer feels some backlash from disaffected 
dealers. But one cannot generalize on the other side, 
because in marketing there always are alternatives, 

If recourse is to fix resale prices, so one does not 
have this flexible adjustment between markets, then 
endeavours will be made to meet that through private 
brands, which are generally available, and through 
prands of other competitors. In other words, there 

is always here a flexible, competitive factor in the 
market. Whether a given manufacturer would be better 
off under one sort of circumstances --~ let us say free 
pricing -- or another set of circumstances -- resale 
price maintenance -- becomes a matter of analysis in 
each situation. And the misfortune of that analysis 
is that what is true today may not be true a year from 
today or two years from today. Because any given 
situation immediately provokes efforts to adjust to 
it, or to retaliate and take advantage of a given 
situation, 


And in the United States at least we have 


Meet | 
¢ 





otal Nee a ice aay eres Ae eis wart poe 
“osha tae ag hail a cpxoas ote sche Jebatic 


aroesess api ott tontG: fi” BHOTENa@) xgety to bags 
Se ak ced are SRD tenet 4 aod “egawiae ak 
‘4 WUSS™ ithe ‘coVty v6 ‘indiana _doxitten i 
ai = deiirsssre dy ee gene Riad be | 

ee o a ze ee turtsioctss 30 om pitoby | 






7 a ane er j 4 
att “ran ait hea 


ge . 
oF rae ad 26 Se ei os a 





puetis Jad va 


i it 


eee 


bees 


r. 4 
’ 
a ¢ * 
| ; 
— a A = 
a 7 - ? 
* 
& A] = 7 
sl — ¥ 
. _ 7. 
1c ep. _ : 
. » @ 
bed ; 
: ‘A we ° a 
a e Oo 
‘ > ay ‘ i 
7 a aah Tt ies Me ; 
‘ 7 1 a 7 7“ ° : 7 
a oe © en | © ee 7 ‘ 


gt in ts | it HONORE, Hose. 


ae 


wi es Hea . on Wea eae 8 a 
ead “TaBY, & sina i aan Sel et hi pe idee: shat at.. 


xt 





, 
: 
- 
4 
¢ 
. 
: 
> 
7 
oi Ja 


= 3316 < Dean Grether 


not had long enough consistent experience to be sure 
of a lot of these things. If you wish I could 
develop that phase of the matter, This whole thing 
came along following the depression years, It was 
just booming when the war started and shifted the 
interest, Then we get to the post-war period boom, 
and the inflation. The interest was not there, It 

is only now we are getting back to a normal situation, 

It is almost impossible to be sure of one's 
ground, factually, at a given time and in terms of 
what happens over a time in our experience. I do 
know that an interested party went to Dun and 
Bradstreet and asked if they would make a study of 
these effects, and publish the results. Dun and 
Bradstreet did not do this; they would not touch it, 
because they said it would be impossible really 6) 
get up the results in a fully measurable manner, In 
other words, there has to be a certain amount of 
theorizing here. There is bound to be a certain 
amount of each mants giving his own experience at a 
given time, and trying to interpret what would happen 
in the next round. 

THE CHAIRMAN: Dean Grether, I just wish to 
have a clearer picture of your view concerning the 
prevalence of loss leaders. You have referred quite 
frequently to articles in which the price is cut as 
“eaders"; and you have also used the term "loss 


leaders". I have gathered the impression that in 
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your view there are a good many instances of the use 
of leaders, but that the use of anything which could 
properly be described as loss leaders is comparatively 
infrequent, Is that a correct interpretation of your 
understanding? 

Dean GRETHER: This becomes 4 matter of 
definition, in part, A “leader” I would define as 
any item that is featured with the intent not only 
of selling that item, but with the intent and the 
hope of selling other merchandise, along with the 
"ieader" item, Whether it is a "loss leader" 
becomes a very difficult matter of fact, 

For instance, supposing you have had a 
customary marketing rate, and you cul that rate by 
10 per cent, and advertise it as 10 per cent off. 
The purpose is to get other business by bringing 
customers into your store. It might be that you get 
enough additional business on that item alone to 
make good business or 10 per cent off. In other 
words, you would have that, if the volume picks up 
enough, And then you have the problem of how much 
additional business you got that you would not have 
had otherwise in the store. This gets one into the 
most complicated areas one can imagine. I am sure 
you have probed it -- ani I am referring to the 
problem of the average marketing rates and gross 
margins, as opposed to particular ones. 


In other words, one cannot really know 
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what the cost of handling a given item would be, 
without reference to the volume of business done; 
and stepping up volume always tends to reduce costs, 
at least up to a point, 

Now, whether an item is a loss leader there- 
fore, you see, depends upon the percentage of the 
reduction below normal, and what happens to the 
volume. Certainly if you keep on going down you 
get to a point where it is clearly a loss leader, 
And the simplest point, to be sure of one's ground, 
is below acquisition cost, 

THE CHAIRMAN: You know that, 

Dean GRETHER: Yes, we know that. We know 
that, on that item itself -- but not necessarily on 
the operation as a whole. 

THE CHAIRMAN: But you do know that so far 
as that article is concerned, if it is sold at a 
price below acquisition cost then it is sold at a 
loss; and if the purpose is to get people into the 
store to buy other things, then it is a loss leader. 
At any price higher than that, it would be difficult 
to say whether it would be a loss leader or not, 

Dean GRETHER: I would say this, that this 
does become a complicated type of analysis, because 
you get into the problem of direct cost, which may 
be very low, and which you cannot allocate against 
any individual item, in relation to the general cost. 


You cannot allocate it in an arbitrary manner to any 
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department or item in the dealer's assembly. 

This is a very long story, and a very 
interesting and difficult one. Because, inevitably, 
in this type of analysis you get into judgment 
factors. Some portions of these allocations, once 
you get past simple direct cost, vary with judgment, 
Such factors are entirely arbitrary. 

THE CHAIRMAN: There is one practical 
question I would like to get before you, and concerning 
which I should like to have your opinion, An article 
appeared in Life, which no doubt you have seen, 
headed Discount Houses Stir Up Five Billion Fuss. 

One of the statements made in that article is this: 

It is estimated by the National Retail 

Drygoods Association that 95 per cent of all 
electrical applicances sold in New York now 
are sold at discount, and that in Los Angeles 
county discounters are estimated by a re- 
porter for Retail Daily to sell 55 per cent 
to 70 per cent of all major applicances such 
as refrigerators, ranges and washers. 

ee poth California and New York are fair- 
trade states, as I understand it? 

Dean GRETHER: Yes. 

THE CHAIRMAN: I was wondering if you had 
had any occasion to study the actual incidence of 
discount houses in either New York or California, 


and whether your opinion is that these figures might 
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be approximately correct, 

Dean GRETHER: I have made no specific 
investigation recently. I have been doing other 
things, so I cannot give you the results of research, 
All I can give you is an opinion based upon super- 
ficial observation, and based upon research made in 
the past, 

I would not be surprised if these figures 
are correct, under present market conditions, making 
allowance for the trade-in aspect we discussed 
earlier. In other words, there is a heavy overhang 
in the market, It is a soft market; and that, I 
should say, is one of the reasons for the prevalence 
of discount ‘selling. 

Then, in addition, one never knows but 
what there may be something of a transitional element 
here, One never knows but that it may be that we 
are striving for a more effective lower cost method 
of distributing these products. Discount selling 
has been here for a long time; the amount of it varies 
with the state of the market, as I said earlier; and 
the difficulty in generalizing is the enormous 
variety of what is called discount selling. 

Even the so-called better stores are doing 
it, also. And some of the so-called fly-by-hights 
are no longer fly-by-nights: They have regular prices 
for inventories, sales forces, and so on. In other 


words, here, again, you have a spectrum of types of 
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enterprises, and they are being lumped together roughly 
as discount houses, sometimes. 

THE CHAIRMAN: I would think that if in New 
York 95 per cent of appliances were sold at a discount, 
that quite a number of reputable merchants must also 
be selling at a discount, besides those which are 
called discount houses. 

Dean GRETHER: Yes, I should think so. 

THE CHAIRMAN: I do not think it would be 
possible otherwise to have as high a percentage as 
that, 

Dean GRETHER: That is right, 

THE CHAIRMAN: Then, with regard to the 
argument that the use of loss leaders or eubsprices 
is more readily accessible to the very large or- 
ganizations than to the small store have you had 
occasion to study the use of leaders by the large and 
the small organizations, and can you offer any opinion 
as to whether they are used successfully by small as 
well as by large organizations? 

Dean GRETHER: This now becomes a matter 
of fact, not a matter of theory. The theory is simple 
enough -- that is, that a large operator such as a 
department store or a supermarket, theoretically 
should be able to use the leader tactic more effectively. 

THE CHAIRMAN: Because he can stand the loss. 

Dean GRETHER: And also because they have 


more items to sell and there is a greater chance of 
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selling something else, because more is SVEELOOLE. 

THE CHAIRMAN: There are more articles for 
sale, and they can stand a loss better, if there is 
a loss. 

Dean GRETHER: Yes. So this, presumably, 
in theory at least is a much more effective instrument 
for the dealer with a wide variety of merchandise. 
Also in this connection I think one ought to keep in 
mind that the large operators, the department stores 
and the chains, are able to advertise to cover the 
whole market, Usually they advertise by radio or in 
the newspaper; and usually therefore they have a 
petter chance of getting a return from their invest- 
ment in such advertising. On the other hand, the 
small dealer in any given neighbourhood would lose 
too much by way of waste circulation if he bought 
coverage for an entire local metropolitan market. 

So that this matter of advertising facilities 
is an important element in the use of the tactic 
also. Now, whether in any given situation a small 
dealer is as effective or is more effective in using 
this tactic becomes a matter of analysis, which must 
include the shrewdness of that dealer, and the extent 
to which he likes to use this tactic. 

For instance, I have seen dealers on busy 
thoroughfares, small fellows, who have used this 
tactic most successfully. There would be @ heavy 


volume going up and down this thoroughfare, and 
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they would cover their establishments with signs 
showing price cuts. They get heavy volume, partly 
traceable to the heavy traffic you can see moving 
past their establishment, people who wish to see 
their pricing announcements. 

On the other hand, dealers in the neigh- 
bourhoods without heavy traffic are clearly in a 
different situation, It varies, too, with the type 
of commodities involved. And, by the way, it varies, 
too, with the type of controls. 

Resale price maintenance, if it can be 
violated, is an excellent setting for the operation, 
especially if it can be violated relatively quietly, 
without calling down the wrath of the manufacturer 
upon the head of the violator. 

You see, the beauty of this is that you can 
prove your case; the prices are known publically; 
they are announced. Undoubtedly you can find examples 
of small fellows who are able to use this tactic and 
become bigger operators in the process, 

THE CHAIRMAN: From the evidence before us -- 
and I am thinking of the appliances field, electrical 
appliances -- it seems that the ereatest complaints 
have not been directed against department stores or 
the large chain organizations, but against individual 
operators who are often described as large operators 
but who, so far as our evidence go, in many instances 


have not been in business a great many years, and who 
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have grown big apparently while they were engaged 

in this sort of operation. This seems to me to mean, 
in the appliances field, where they engage either 
exclusively or along with furniture, that they were 
not really loss leading so much as merely leading 

by a cut price, and getting a very large volume of 
business out of which they made a substantial erorie. 
Does that sort of condition exist in the United 
States? 

Dean GRETHER: When you mention the appliances 
field, I would say that it is difficult to use a 
loss leader tactic there, in contrast to some other 
fields. What would you use as a leader in the 
appliances field, in the major items of appliances. 

| THE CHAIRMAN: It has been described to us 
that major items are sometimes used as loss leaders. 
The difficulty is to understand how 40 would. be 
successful, because ordinarily the housewife who 
would go to a store to pay $400 or $500 for an 
appliance does not usually buy $2,000 or $3,000 
worth of something else at the same time. 

Dean GRETHER: That is right. 

THE CHAIRMAN: But it is alleged that the 
traffic appliances are used frequently, or fairly 
frequently, as loss leaders. I am thinking more of 
toasters, floor polishers and things of that kind. 

Dean GRETHER: It is my observation, merely 


from my own area, that this is more likely to occur, 
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not in the appliances field, but in other stores such 
as drug stores, that take these small appliances and 
use them as leaders. That is, they would be something 
outside the regular line and would be used to help 
pring people. ins 

THE CHAIRMAN: It has happened that way 
frequently in California, has it? 

Dean GRETHER: Yes, I have seen that, 

THE CHAIRMAN: Then, there is a general 
question I should like to ask, It has been urged 
upon us that the manufacturer of a branded article 
has a vested right in the brand or the patent if 
it is patented, which should entitle him boOsLas thie 
end price of the article, even though in the process 
of merchandising it the article becomes the outright 
property of a wholesaler or a retailer who, ine turn; 
will desire to sell it. That is, it has been 
suggested that the right of the manufacturer is not 
merely the original manufacturer's right of owner- 
ship in the article, but that it is a right in the 
brand name or in the patent which continues down 
through the merchandising of the article to the final 
end salc to the consumer; and that because of that, 
he should have the right to fix the end price. Do 
you have any comment to make on that? 

Dean GRETHER: No, that was the view taken 
by the United States Supreme Gourt Gutthe ord 


Dearborn Case, which was the original case arising 
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out of the so-called fair-trade law, And it was, I 
think, the basis for the acceptance by the court of 
resale price maintenance, in that particular set of 
circumstances. 

It is true that trade mark rights are very 
fundamental rights, That is, the trade mark is 
jealously protected in our courts, Also the trade 
mark is a form of property right which is nurtured 
and protected, and is often the most important piece 
of property owned by a manufacturer -- the goodwill 
attached to his trade mark. 

Therefore in answering the question I think 
it is true that there is something inherent in any 
individual situation, that it might happen in a given 
circumstance that the play of competitive factors in 
the marketing channels might produce results contrary 
to the interests of a given manufacturer. 

It is always true, in competition, in the 
marketing channel, The issue here is whether, in 
order to protect himself, a manufacturer should be 
allowed to enter the marketing channel and fix the 
price structure. Some of them do not want this burden 
of responsibility, They assume they can protect them- 
selves in any event -- and some of phem do. "Lecis 
just a difference in attitude. 

It is a very complex pattern of relationship. 
It becomes complicated by the play of competition in 


the marketing channel, and especially by this group 
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factor about which P'ismove: earlier. Because, if in 
a given area the dealers who are the outlets have 
the ability to behave as a unit in backing the manu- 
facturers, it becomes a very difficult business. 

In other words, if they can put pressure 
upon him to protect them in the local market price 
structure, that is so. But if they cannot, and do 
not behave as a unit, then it becomes a matter of 
whether this is preferable, or something else is 
preferable, in terms of factors playing around in 
competition. 

So far as I am concerned I can see why 
some manufacturers take this view, in the circumstances 
surrounding them. Whether it is a sound view becomes 
very heavily a matter of judgment, 

It happens that in my case I do not feel 
that the play of circumstances arising out of this 
particular element in our production and marketing 
system is sufficiently important to change the law 
of the land. 

That is, in other words I do not feel that 
the Supreme Court in the United States, in the original 
case, was looking at all aspects of the situation, 
But, far be it from me to dispute the decision OL 
the learned judges of that court, I am looking at 
4t from the standpoint of the play of competition 
in general, That is, they did not look at other 


elements of the situation, and they focused merely 
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upon this trade mark aspect, 

THE CHAIRMAN: It was your view that I 
wished to have, We do not have a Dearborn decision 
in Canada. 

Dean GRETHER: I understand that, 

THE CHAIRMAN: Dean Grether, we are greatly 
indebted to you for having come to us and having 
given us this quite extensive analysis of the economic 
position regarding resale price maintenance, and the 
use of leaders and loss leaders. 

So far as we are concerned, we have no 
further questions to ask you. However, if there is 
anything you feel that you would wish to add, we will 
be happy to hear it. 

Dean GRETHER: As I said earlier, I did not 
come to inflict my views upon you, but rather to try 
to be helpful by giving any information I might have. 
I have no desire to make any further comment. 

THE CHAIRMAN: Well, I am sure that your 
comments will be highly useful, and that they have 
been greatly welcomed. I would only repeat that we 
are greatly indebted to you and that we wish to 
express our appreciation for your having assisted 
us. Lmight add, as so many in this room will know, 
that this is the kind of courteous and generous help 
we have been used to receive from distinguished 
citizens of the United States whenever we have 


asked for their assistance. Once again may I say 
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that we are grateful for the assistance you have 


given us on this occasion. 


--- Luncheon adjournment. 





= 3550 = 
--- Upon resuming at 2 p.m. on Monday, September 13,1954. 


REPRESENTATIONS: 
The Imperial Tobacco Company of Canada Limited, 
Represented by: 


Mr, A. R. Tilley, Vice-President, 


THE CHAIRMAN: Are you ready to proceed, 
Mr, Wickwire. 

MR. WICKWIRE: Yes. We have here today Mr. 
A. R. Tilley, the vice-president of the Imperial 
Tobacco Company of Canada Limited. 

THE CHAIRMAN: Do you wish to present a 
brief for the company, Mr. Tilley? 

MR PIELER) Now the arrangement was, 
with Mr, Davidson, that I would be here merely to 

answer questions which you gentlemen might wish to 
Duly ho. me, 

THE CHAIRMAN: Mr. Wickwire, have you ahy 
questions to ask? 

MR. WICKWIRE: Mr, Tilley, you are vice- 
president of the Imperial Tobacco Company of Canada 
Limited? 

| MR, TILLEY: Yes, that is right, 

MR, WICKWIRE: And I suppose in such capacity 
you are familiar with the material collected by the 
Director of Investigation and Research commonly 


known as the Green Book? 
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MR. TILLEY: Wes. 

MR. WICKWIRE: And on page 207 of that book -- 
perhaps you have a copy of it -- is set out the method 
of distribution of standard brands of cigarettes, 
within Canada. Are you familiar with that particular 
part of it? 

MR, Lilieye Yes. 

MR. WICKWIRE: Is the method of distribution 
as set out beginning at page 207 substantially correct? 

MR, TILLEY: Substantially, yes. 

MR, WICKWIRE: Are there any major dif- 
ferences, or any differences that you would care To 
enumerate? 

MR, TILLEY: Well, the only differences I 
would like to refer to at all is that we no longer 
classify our accounts into "A" "B" and "C", We have 
what we call accounts which purchase on a wholesale 
basis, and accounts which purchase on a retail basis -- 
the two classes. We have discontinued the question 
of "A" "B" ang "Cc" accounts, There are accounts 
which purchase from us at our selling price to jobbers, 
to wholesalers, and accounts which purchase from us at 
our price to retailing houses. 

THE CHAIRMAN: That is, they are just -- 

MR, TILLEY: We have just two prices, in 
other words, Mr, Chairman, 

THE CHAIRMAN: You have two prices. 


MR, TILLEY: Yes, two prices. Our customers 
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are put into categories -- and we are talking about 
cigarettes now, They are put into categories, 
depending upon which price they buy at, 

MR, WICKWIRE: And the first category is 
to wholesalers and jobbers? 

Mee DOE Yes, thabwtie, riehe: 

THE CHAIRMAN: All people in that category, 
if there are any others? 

MRy. TILGEY:. Leay 

MR. WICKWIRE: And the second one is direct 
to the retailers? 

MR. TILLEY: Direct to retailers, yes. 

MR. WICKWIRE: Formerly you had three 
accounts, did you -- "A", "B" and ery 

MR, TILLEY: Yes, that is right, 

MR. WICKWIRE: As suggested in the Green 
Book beginning at page 207, and the following pages? 

MR, TILLEY: Yes, that is right. 

MR, WICKWIRE: When did you make the change? 
When dia you change from "A" "B" and HG" accounts ? 

MR, TILLEY: Actually, the classification 
into "A" "B" ana "C" accounts started about 1934 or 
1935 and, for all practical purposes, was discontinued 
in 1946 -- although the use has continued. That, ke 
just because, through long practice, we will still 
hear people refer to "A" accounts or "B" accounts 
or "Cc" accounts, Reading the evidence of this 


Commission we have seen that, But, so far as we 
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are concerned, it was discontinued in 1946, 

MR. FAVREAU: Well, when you just stated 
that this was a substantially correct statement for 
the present state of affairs -- 

MR, 2 Deve). Yess 

MR, FAVREAU: Do you mean that it is still 
generally prevalent in the trade, for your company, 
since 1946, that you have only two types of accounts? 

MR. TILLEY: What I meant to say was -- 
and we are really only arguing about designations 
now. 

MR. FAVREAU: Yes, I understand. 

MRo TLRiRY: “The thing is stiil sub- 
stantially correct, that you have one group buying 
at the wholesale price, and a group buying at the 
retail price, What we are talking about now is the 
designation, as to how you call then, thay is all. 

THE CHAIRMAN: You still have the same 
classes of accounts? 

MR, TELLEY: «Yes. 

THE CHAIRMAN: You group them now under 
one item? 

MR. PLLLEY 27 xes. 

MR. WICKWIRE: Formerly when you designated 
tat tpt ang "oc" accounts, "A" and "B" accounts got the 
same price. 

MWRe TIGA Wee. 

MR, WICKWIRE: And "C" accounts paid a 


little more? 
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MR. TILLEY: That is right. 


5 


. WICKWIRE: And the retailer paid still 
more, 

MR, TILLEY: No, not from us Mr. Wickwire. 

MR. WICKWIRE: Oh, I see, The retailer 
then bought from the jobber or the wholesaler? 

URS TPLUCUBY > > Yes, | 

THE CHAIRMAN: "Cc" accounts were the 
retailers who bought direct, 

MR, TILLEY: "C" accounts were the retailers 
who bought direct from us, yes. 

MR. WICKWIRE: Do you still have any retailers 
buying direct from you? 

MR, TILLEY: yes. 

MR. WICKWIRE: And they were formerly 
NOW accounts? | 

WR, TILEAY: “Yes, that is right. 

MR, WICKWIRE: What are the considerations 
that determine which retailers can get on noe 
accounts or on direct purchase? 

MR, TILLEY: Well, are you asking me what 
are the considerations at this very moment or what 
were the considerations? 

MR. WICKWIRE: What are they now at this 
time. 

MR, TILLEY: Well, frankly the opening of 
2 "CG" account, to use your terminology -- 


MR, WICKWIRE: Well, we will use yours, 
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if you prefer; they are the same thing? 

Me 9 LEE Y sin Vea 

THE CHAIRMAN: The direct retailer accounts, 

MR, TILLEY: The opening of a direct retailer 
account rests with our ten branch managers across the 
country. They have authority from head office sere) 
open a direct retail account. Whether each one of 
the ten would give you exactly the same answer that 
I might give you is a matter which I would not be 
prepared to stand up and say is actually correct. 
In other words, when you have a general policy you 
can work within the framework of that, and various 
people react differently to a different situation, 

Briefly speaking, a direct retail account 
must have a combination of a number of items. He 
must (1) be interested in the tobacco business as 
such, In other words the tobacco business is not 
merely a sideline. Then (2) he must be in a location 
where there is probably a very considerable volume of 
business, or a volume of business being developed. 
He must be interested in developing that business. 
It is probable that most of our branch managers would 
like to have him in a location where there would be 
some advertising value to be gained. 

He must be prepared to assist us in the 
introduction of new lines. He must be prepared to carry 
out our stock control policy or to maintain the 


freshness of goods. He must have sufficient credit 
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of course. Then, I believe that most branch managers 
would like to see some competitive advantage for the 
company -- in other words, either negative or 
affirmative credit advantage. What I mean by that 
igs that it is possible that some branch managers, if 
a dealer got putting our goods behind in a corner, 
or not showing our goods, and so on ~- that he might 
feel that he had to open an account in order to get 
proper cooperation, In other words, if opposition 
companies sold him, chances are fairly great that 
our lad would feel that he would have to, for 
competitive reasons. 

On the other hand he may be a chap who is 
doing a particularly good job for our branch manager 
in pushing lines, and so on, and he might be the 
fimet one’. 

And, finally, I would merely like to say 
this, that on the whole our number of direct retail 
accounts is decreasing, and has been decreasing for 
the last 15 years, at least, 

THE CHAIRMAN: When you say it has been 
decreasing, do you mean that you have closed them 
out, or that they have stopped business? 

MR, TERLEY: Either one ,or the other, 

THE CHAIRMAN: You have sometimes closed 
them out? 


Mig iney= (Yes. 
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MR. FAVREAU: And when you say that the 
number, or the over-all number of your direct accounts 
has decreased, I presume that does not mean that you 
have not opened new direct accounts, does it? 

MR, TILLEY: No, we have opened the odd 
one, yes. But you were asking about the general 
consideration; and the general consideration of a 
branch manager, of course, if he is in the process 
of reducing his total number -- well, it would be 
illogical for him to go ahead and open a tremendous 
number, 

MR. WICKWIRE: Now, Mr. Tilley, within 
those general considerations you mentioned volume, 
that you must have sufficient volume. 

MRy TELLEY) No, Oh dovnot think, I did say 
that, 

MR. WICKWIRE: Well, perhaps not, but I 
wrote it down. The first thing you mentioned was an 
interest in the tobacco business, as such, 

MA; TLELEY: “Yes. 

MR. WICKWIRE: In other words, his principal 
interest should be that of a tobacconist, is that 
correct? 

MR, TILLEY: I do not think I went as far 
as to say that it should be his principal interest, 
I said that he had to be interested in tobacco, 
seriously, yes. 


THE CHAIRMAN: It has to be one of his 
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principal interests. 

Mie TELGEY: Yes,eone ofehnis principal 
interests, 

THE CHAIRMAN: It is not just a sideline? 

MR, TILIEY: That is right, it is not just 
Susmec liner 

MR, WICKWIRE: And I wrote down, secondly, 
that he must have sufficient volume, 

MR, TILLEY: I said that his location 
would have to be such that it might be expected that 
a considerable volume could be developed in that 
SUOnC 

MR, WICKWIRE: Well -- 

MR, TILLEY: I am sorry, Mr. Wickwire, 
that I cannot quote my words back exactly. 

MR, WICKWIRE: Well, I could not write all 
your words down, but I did put down the word "Volume" -- 
just to refresh my mind on the subject. But ig there 
any criterion in numbers that he is required to have, 
or any amount, or any volume of business? 

MR, TILLEY: No. | 

MR. WICKWIRE: On a weekly or monthly 
“pasis. 

WR. TILLEY: No. 

MR, WICKWIRE: And might it be that your 
direct buyers now, or some of them, have less volume 
than prospective direct buyers? 


MR, TILLEY; Yes. 
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MR, WICKWIRE: And I am assuming that 
tobacco is one of the principal interests in most 
CBee? 

MR, TILLEY: Well, I don't know; that is 
not quite so easy to answer on tiav pasis.  —£ "do not 
think I feel myself in a position to answer that, 

MR, WICKWIRE: Well, does Imperial Tobacco 
Company carry any of these direct accounts at the 
present time merely because they have been carrying 
them for a long time? 

WRost tia: §6Yes. 

MR, WICKWIRE: Notwithstanding the fact 
that, in volume, their business is diminishing? 

MR, TILLEY: I presume that, actually, Yes 
would be the proper answer to that question -- 
although the implications of it are Net quite crue, 
Tf you are trying to imply as to whether we look at 
each account cach year and say, "This man's business 
is down by 5 per cent, and therefore we will close 
him out" -- the answer is No, we do not, 

MR. WICKWIRE: What I have in mind, Mr. 
Tilley, is that ten years ago we will say dealer "A" 
had a very large volume which Imperial considered 
justified the company in keeping him on the direct 
list, Today, for one reason or another, the volume 
is substantially off. But because he is a very ola 
customer, and has had privileges in the past of the 


"ot dist, Imperial still gives him that listing? 
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MR, TILLEY: The answer to that is Yes. 

Of course, there are a lot of factors which enter 
into that, Mr. Wickwire. And I think, in answering 
your first question as to why we recognize certain 
direct retail accounts, I gave six or seven different 
factors which we take into consideration. Volume is 
purely one of them. 

MR. WICKWIRE: Yes. 

MR, TILLEY: In other words, a place which 
may have been a big tobacco selling location may 
still be an excellent advertising location, And, as 
somebody who is interested in advertising, I might 
wish to keep that account on, for that reason, 

Or, on the other hand, as you have said, 
we do not too often close out accounts, And, 
certainly, if that particular account, for example, 
were to come up for sale, that is, if the proprietor 
were to buy, or we were to get new capital in, or 
any reason which caused us to change the account, we 
would then automatically review it, and we might 
well close it out, if we decided that the account 
was not a proper account to be continued as one 
buying direel. 

MR. WICKWIRE: I suppose that the competition 
that your company might have in the area would also be 
a factor? 

MR, TILLEY: Well, yes, that is. a factor, 


And also competition in that particular store is a 
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factor. If every other company in the business is 
selling that account, it may well be that our local 
manager would be less loath to close out the account, 
You have somebody that you have been selling Oo Lon 
about 40 years, and all the manufacturers in Canada 
are selling him for 40 years, and it is pretty 

tough to come along and say, "We are sorry, but 
Imperial Tobacco Company will not sell to you." 

Actually, on this volume question, we have 
shipping minimums, which are not strictly enforced 
put which, to a certain extent, have the effect of 
limiting these direct accounts, 

MR. WICKWIRE: Well, would you have any 
objection to telling the Commission what the shipping 
minimums are? 

| WR, TILLEY: They vary from province to 
province. I am sorry I do not have that information 
with me, 

MR, WICKWIRE: What would they be in the 
province of Quebec, for instance? 

MR, TILLEY: I would not have the faintest 
POCA, 

MR. WICKWIRE: Or Ontario? 

MR. TILLEY: No, I am sorry, I did not 
pring that information with me. 

MR, WICKWIRE: But if the Commission 
wantea to have that information, you would send it 
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VAR te inY tr ares. 

THE CHAIRMAN: You mean that it is a matter 
of branch policy, not general company Dolley 

MR, TILLEY: No, it varies from branch to 
pranch, depending upon how frequently they can set 
shipments and what the freight arrangements are in 
the community, and so on, 

THE CHAIRMAN: The branch manager settles 
the policy? 

MR, TILLEY: No, it is actually established 
at head office. 

THE CHAIRMAN: Oh, it is? 

MR, TILLEY: Yes, but it is on the recom- 
mendation of the local branch, and the branch manager 
has full avthority to pay no abtenuion, vo 10. 

THE CHAIRMAN: And yet, it varics sub- 
stantially from province to province, does it? 

MR, TILLEY: Not tremendously. But my 
reason for refusing to answer the question is that, 
for example, in one province they may have a dollar 
basis -- that is, so many dollars, or that an order 
must have so many dollars; whereas, in an adjoining 
province they may have so many thousand cigarettes. 
And to endeavour to repeat the ten provinces across 
Canada -- well, I just do not have the figures in my 
head, That is all. 

THR CHAIRMAN: Mr. Wickwire, would you ask 
Mr. Tilley if he would make those figures available 


to us? 
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MR, WICKWIRE: I asked him whether, if the 
Commission wished to have that information, he could 
give it to us, and he said yes, that he could. 

Ving, Von, 9 Les. 

MR. WICKWIRE: Would the Commission like 
to have those figures? 

THE CHAIRMAN: I think perhaps we would 
like to have them, yes. 

MR, WICKWIRE: Do I understand you correctly, 
Me, Tilley, that the final word on who becomes a 
direct buyer, or a direct purchaser as a retailer, 
is at head office on the recommendation of the branch 
manager? 

| MR, TILLEY: No; it is on the branch 
manager's own authority. 

MR, WICKWIRE: On the branch manager's own 
authority, you say? 

MR LLLLEY? “Yes. 

MR, WICKWIRE: Well, you must have had 
occasion or occasions where a buyer or group Od 
puyers have written to you at head office, or directly 
to head office, requesting such privileges? 

MR, TILLEY: If they were requesting to be 
recognized as retailers, we would refer the matter 
to their branch -- to our branch manager -- and advise 
them that it comes within the jurisdiction of the 
branch manager, and that they should apply to Mr. 


So and So at such and such a place. 
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MR, WICKWIRE: And does the same thing 
apply to wholesalers and jobbers? . 

MR, PLULEY: No, 

MR, WICKWIRE: That is decided upon at 
head officc? 

MR. TRULEY: Thabo is righs, 

THE CHAIRMAN: One question further about 
direct accounts, Assuming that a retailer complics 
with the conditions you have described, Mr. Tilley, 
would he, as a general rule, be given direct buying 
privileges, if he applied for them? Or ie 1a.8 
matter in which discretion is usually exercised 
against him? 

Mik, TPELLEY : Well, all IT can say to that 
is that the number of direct accounts is going down 
all the time, And this seems to indicate that the 
branch managers, in the exercise of their discretion, 
are on the wholc reducing rather than increasing 
them, 

THE CHAIRMAN: Would you go so far as to 
say that branch managers are opening new accounts 
only when they feel that it is necessary to do so 
for some special reason -- that is, to meet 
competition, for instance, in a store, from other 
companies which sell direct? 

MR, TILLEY: I think that is a reasonably 
close statement on that; but it may not be LOC per 


cent true across Canada, sir. 
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THE CHAIRMAN: I am just wondering how 
far the rules or the conditions which you have 
described are final in the matter, or whether really, 
while those conditions must exist, that it is still 
pretty unusual to obtain direct buying privileges. 

MR. TILLEY: Well, we are not going across 
the country opening up one or two hundred direct 
accounts each year, or anything like that, at this 
point, 

THE CHAIRMAN: It is a policy that these 
conditions must exist -- 

WR. PP ULBY s Yoo. 

THE CHAIRMAN: -- before direct buying 
privileges can be obtained? 

MR, TILLEY: Yes. 

THE CHAIRMAN: It is not the policy that, 
if those conditions do exist, they will be granted 
a@irect buying privileges? That is a quite different 
approach, is it not? 

Me) PUGLEY. let oe dontt know whether we 
are so far apart, actually -- because, among the 
conditions I outlined was the one that there would 
probably be some competitive influence in the 
decision. 

THE CHAIRMAN: Yes, that is one condition. 
But what I was getting at is that your policy is not 
in favour of opening wherever these conditions exist? 


WR PIU we ee Ls right. 
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THE CHAIRMAN: It is a policy of, you might 
almost call it, general resistance to opening new 
ones, rather than the general approval of them? 

MR, TILLEY: Yes, that is right. 

MR, WICKWIRE: Your branch managers have 
complete autonomy in opening and closing these direct 
accounts? 

MR, TILLEY: Yes, that is right. 

MR. WICKWIRE: There is no appeal from them 
to you? 

| MR, TILLEY: Well, I don't know, Mr. 
Wickwire, whether there is direct appeal or not; but 
there most certainly is indirect appeal. 

MR. WICKWIRE: There is indirect appeal, 
you say. You find that sometimes they come across 
your desk? 

MR, TILLEY: I find that they not only 
come across my desk, but that they get to me personally 
by any person who happens to be a friend of mine and 
a friend of the account's. 

MR. WICKWIRE: And in that way I suppose 
eventually any decision that you make is referred 
back to the branch manager? 

MR, TILLEY: Mr. Wickwire, in my experience, 
so far as I personally am concerned, there has never 
been any change in a branch manager's recommendation, 

MR. WICKWIRE: That is fine. Now, what were 


the factors which led to the granting of what was 
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formerly called the "A" listing to certain chain 
grocery organizations? 

MR, TILLEY: Well, that is a fairly long 
story. It is not simply a question of saying two or 
three oraeee Perhaps if the chairman would permit 
me to expand a little bit in my answer, rather than 
just answer it shortly, it would be better. 

THE CHAIRMAN: Certainly. We want to get 
the real story, if there is a story, rather than 
just a short statement of results. 

MR, TILLEY: Well, we have been quite well 
aware of the fact that chain stores, or multiple 
unit operators, as we care to call them, had been 
expanding their business in Canada, particularly in 
big communities, for a considerable number of years, 
and particularly since the last war. 

Starting about 1950 we began to study this 
thing very carefully, The actual decision to open 
them I believe was taken at a meeting in Montreal in 
7052. In one summer. We examined our whole structure 
in regard to these stores and discovered several 
rather surprising things about it. We were actually 
selling to one operator, a so-called food chain 
operator. We were selling to another operator in 
some territories, and not selling to him in other 
territories. We were in some instances delivering 
to a central warehouse -- in other words the food 


chain was performing the complete wholesale function, 
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And we were just delivering to a central warehouse, 
and he was distributing to his own stores, And in 
some locations we were delivering individually to 
the stores. We were in a position where, in western 
Canada -- and I believe there may be some in the 
east, but the example which comes to my mind is in 
western Canada -- there are certain stores which are 
common names which are tied to a certain wholesaler, 
In other words, they buy their supplies from a given 
wholesaler. 

THE CHAIRMAN: You mean individually 
operated stores? 

MR, TILLEY: Yes. They are buying all their 
supplies from a certain supplier, 

THE CHAIRMAN: Yes; stores like the Red and 
White group? 

MR, TILLEY: That is right; that is exactly 
it, They were in the position where their wholesale 
branch was buying at our wholesale prices, whereas 
their competition in the form of Safeway and other 
food chains were buying at our retail prices, And, 
of course, the chain operators also wanted the best 
prices they could possibly get. 

SOs Opatveay, idnythessummersoliio5e 2 
decision was made that, at a convenient time, we 
would commence selling whatever of these groups 
decided they would accept goods in a central ware- 


house and distribute to their stores. So we 
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actually opened six in November Of 0523 SL beiweve 
that is the date. 

MR, WICKWIRE: Those were the first six? 

WR, TILLEY: Yes, those were the six, And 
that is all “thav happened, 

MR. WICKWIRE: That is, in total; there has 
been only six opened? 

Mie rte er 

MR, WICKWIRE: And they were all opened at 
one time? 

MR, TILLEY: Yes, within weeks of each 
other at any rate. Now, that does not mean, of course, 
that stores are open everywhere, for instance, in 
the case of Dominion, they have a warehouse in central 
Canada, but they have no warehouse in the maritime 
provinces. We sell to Dominion and deliver to their 
individual stores in the maritime provinces, and 
they pay the retail price. 

MR, WICKWIRE: Because they have no ware- 
house? 

THE CHAIRMAN: The direct retail TNC Ca 

MR, TILLEY: Yes, they pay the direct 
retail price. 

THE CHAIRMAN: Not the wholesaler's Price: 

MR, TILLEY: No. | 

THE CHAIRMAN: Not the wholesaler's retail 
orice: 

MR, TILLEY: No, not the wholesalerts resale 
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Then, there is another question, We have 
been talking very loosely about opening these 
accounts, Actually, what we did was to re-categorize 
them, They were all customers of ours previously 
to that change in category. And the thing so far as 
we were concerned, was to reduce the number of 
places to which we shipped. 

MR, WICKWIRE: Customers, in what capacity? 

MReY DULY soe Aer retarions . | 

MR, WICKWIRE: As a retailer? 

VRE. TILEY: Yesgo ast avdirect) revaiter, 

MR, WICKWIRE: At that time, I choose to 
call it -- perhaps incorrectly -- the "C" account? 

WA, TLLLEY: -Thabods: rights 

MR. WICKWIRE: And was it changed from "C" 
COMA? 

MR, TILLEY: Yes, in the locations which 
they supplied from their own central warehouse, 

MR. WICKWIRE: Were there any other con- 
siderations, Mr. Tilley, at the time, other than those 
enumerated by you? 

MR, TILLEY: I presume you are going back 
to certain evidence given in Toronto, are you? 

MR. WICKWIRE: There has been the suggestion 
made that the chains, or semi-chains were bringing in 
large quantities of cheap American cigarettes? 

WRo ViTieyow That asicorrecow tr would only 


say this, Mr. Chairman, that I believe that the only 
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effect of those American cigarettes was to expedite 
our announcement of a decision already taken, Because 
the meeting to which I referred took place in mid- 
summer of 1952, and my recollection of American 
cigarettes was -- and I was in western Canada when 

it happened -- was that it was somewhere in the fall 
of 1952 before they came into the market. 

MR. WICKWIRE: Had your company been subject 
to certain pressure before this by the chain or- 
ganizations, to get the "A" listing? 

MR. TILLEY: That is an old phase which 
goes back many years, They have always sought the 
best price, and in fact they were getting the best 
price from everybody but the tobacco industry. 

MR. WICKWIRE: And this, then, was the 
final pressure which expedited your decision? 

MR. TILLEY: I said it expedited the 
announcement, 

MR, WICKWIRE: Yes, the announcement of 
the decision already taken? 

MR, TILLEY: Yes. What we were really 
looking for was -- well, I don't know what we were 
looking for -- but anyway we had not made the 
announcement, 

MR. WICKWIRE: Now, the chains, I take it -- 
their principal business, you will readily admit, is 
not tobacco, is it -- that is, the chain grocery 


stores? 
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MR, TILLEY: Oh yes -- well, -- I don't 
know how they break their sales down, I am sorry I 
do not know that, 

MR. WICKWIRE: You do not know what 
percentage of their total sales would be tobacco 
sales< 

MR. TILLEY: No. 

MR, WICKWIRE: It would be very small, 
would it not? 

MR, TILLEY: I cannot really say, Mr. 
Wickwire. 

MR, WICKWIRE: Well, you have been in 
foodeterias and marketerias and food markets? 

MR oe LES: aie. 

MR, WICKWIRE: And from your observation 
what would you say; would you say it was very small 
in proportion? 

MR, TILLEY: Well, what is your definition 
off "wery sme bi"? 

MR. WICKWIRE: I mean that this could not 
be considered their principal business-- that is, the 
sale of tobacco and cigarettes to the public? 

MR, TILLEY: No; but I don't know that 
you can pick out any one particular item ina chain 
store and say that it is their principal item of 
business, That is my problem. 

MR. WICKWIRE: Well, you can pick out 


tobacco as one product, and pick out meats as a 
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product, and pick out -- 

wap TILEY: Yerocerles¢ 

MR. WICKWIRE: Yes, and canned foods as 
another product, and fresh vegetables as another 
product, and so on, In other words, what I am trying 
to find out, Mr. Tilley, is this, that these con- 
siderations which you have mentioned, by which the 
chains secured direct account privileges, how do 
they differ from other groups Who» cil Total, could 
sell more cigarettes and tobacco than the chains? 

MR, TILLEY: I do not think I know any 
groups, Mr, Wickwire, who could sell more’: 

MR, WICKWIRE: Supposing a cooperative 
group, or a group of substantial retail tobacconists, 
people whose main business -- that is, we will say 
more than 60 per cent of their retail trade, is in 
tobacco products. Supposing they are credit worthy, 
and they can conform to the considerations enumerated 
by yous how would it be possible for them to become 
wholesalers or jobbers, in order to be able to 
purchase at the same price as the chains? 

MR, TILLEY: Well, it would depend entirely 
on the situation. Because considerations which 
govern the opening of a jobbing account do not 
necessarily govern the opening of -- I am sorry -- 
the considerations which govern the opening of a 
direct retail account do not necessarily govern the 


opening of a jobbing account, 
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mea es Mr, Tilley 


MR, WICKWIRE: Well, if the considerations 
are different, in what way are they different? 

MR, TILLEY: Well, they are different in a 
good many ways. In the first place, there are a 
considerable number of jobbers in this country, and 
many locations in the country are adequately 
serviced by the jobbers which are in existence, 

In the second place, the essence of jobbing 
consists of supplying -retail outlets and maintaining 
the proper warehouse facilities, and the usual 
credit requirements; and, again, assisting us in 
the introduction of certain brands or lines. 

They are all factors which come into the 
decision whether or not to open a jobbing account, 

In other words, the question of advertising from a 
jobbing account, which is a factor in a retail 
account, does not matter in the average jobbing 
account, 

MR, WICKWIRE: There has been a good deal 
of evidence before this Commission, Mr. Tilley, that 
the retail tobacconists as such are in a very bad 
plight because of loss leading, or so-called loss 
Teading Or cul Dricing in cigarettes. I take it 
that you are aware of that state of affairs? 

MR, TILLEY: That is right. | 

MR, WICKWIRE: Now, it has also been suggested 
that there are perhaps in Canada 90,000 retail outlets, 

MR. TILLEY: That is approximately right, 


yes. 
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MR, WICKWIRE: Not all of whom, I take it, 
carn their living by the retail sales of cigarettes. 

MR, TILLEY: I do not think anybody does, 
probably, Mr. Wickwire -- except the cigarette girl 
in @ Niegnerceiub, 

MR. WICKWIRE: Well, she would not want 
to purchase these at a discount, I suppose, ie. 
Tilley, because people like you and me would pay the 
full price -- plus some more, perhaps. Can you 
suggest to the Commission any method in the distri- 
pution of cigarettes which would help the plight of 
these people? 

MR, TILLEY: Frankly, Mr. Wickwire, we are 
on the horns of a little bit of a dilemma in this 
problem, . 
We believe that, ultimately, the dis- 
tributing trade in the cigarette business has to have 
a fair living. If they do not have a fair Ub Ripe heer 
the distribution of tobacco products on the whole 
is, coing to drop off, with a consequent reduction 
in consumption. And yet, on the other hand, we 
also believe that the cheaper tobacco products are 
the more people are going to use them, 

Over the years we have developed our 
present system of distribution, which has very small 
margins in it, we believe. Nobody has made a fortune 
out of it -- out of the distribution system, And 


the consumer, generally speaking, scems to be 
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satisfied with the prices which are prevailing -- 
although we would like to see those prices lower. 
But with our present cost load there is not much 
that can be done about that. 

what concerns us in your suggestion which, 
Tetake Gu, Ds implied in your question, that -- 

MR. WICKWIRE: No, I am not making any 
suggestion, There is no suggestion in my question, 
My question was directed to you, to see if you had 
any suggestion to make, 

MR. TILLEY: No. Actually, as a company, 
and as the person responsible for merchandising our 
products, we would be willing to listen to any scheme 
which we believe would reduce distribution costs, 
and at the same time provide the distribution which 
we think our product required, 

MR. WICKWIRE: Of the stated 90,000 outlets 
of tobacco products in Canada, -- and I think the 
number has been broken down to show that there are 
27,000 for the province of Quebec -- there must be 
a great proportion of those outlets which are not 
strictly tobacconists or whose principal business 
is not the sale of tobacco? 

Re DELLE they iswighy yer s--" very 
true. But I cannot give you the fisure for it, if 
that is what you are asking. 

MR, WICKWIRE: In Quebec do they have 


vending machines? 
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MR, TILLEY: Very few; they have some. 

MR. WICKWIRE: They are not included in 
these outlets? 

MR, TILLEY: No. 

MR. WICKWIRE: There must be a substantial 
number of, shall we call it for the sake of clarity, 
ponafide tobacconists, people who are in the retail 
business, and whose principal business is the 
retailing of tobacco; is that correct? 

MR, TILLEY: What do you mean by a 
"substantial number"? 

MR. WICKWIRE: Well, is the so-called 
tobacconist a person who is on the way out, or has 
he still a chance to survive, in your opinion? 

MR, TILLEY: Well, that is a very difficult 
one to answer, Mr. Wickwire. I think I had best 
answer the question by saying "not necessarily on 
the way out." 

MR, WICKWIRE: Not necessarily; now, there 
must be some among them, in areas where the population 
is concentrated, who, as a group, could comply with 
all the general considerations which you have 
enumerated, and who might like to purchase either 
as a jobber or as a direct retail purchase, in order 
to compete. with the lower prices in cigarettes 
which have pertained in these large metropolitan 
areas? 


MR. TILLEY: That is probably right, 
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Mr. Wickwire. I mean that if you say there are 
people who want to get on those two categories -- 
well, there is no question about it. 

THE CHAIRMAN: You probably have 90,000 
of them? 

MR, ‘TILLEY? Yes, you are quite right, 
Ana it is just where you draw the line that is the 
difficult problem. Because you do reach the point 
where, the more shipments the manufacturer is 
making to the retail store the higher becomes the 
costs of distribution. Because today thcy are 
buying tobacco products from jobbers who deal in 
sundries, chocolate bars, confectionary and so on,-- 
including groceries. So that you are not making 
deliveries of one company. Furthermore, they are 
selling, in most ‘cases, the products of all companies. 

THE CHAIRMAN: That is, the jobbers are? 

MR, TILLEY: Yes. So that you are not 
making deliveries of the product of only one company 
to a store. For all the cigarette manufacturers and 
confectioners and so on to start delivering in- 
dividually to stores -- well, there is no question 
about it but that the distribution costs of the 
country as a whole would go up. And every account 
that we open raises the question: Where do you draw 
the line? Every additional one you add you are 
getting that much closer to shipping to everybody. 

THE CHAIRMAN: It really amounts to this, 
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that for direct buying privileges you do need certain 
volume, or the expense of operating it as a separate 
account would be greater than is necessary now for 
poth the manufacturer and wholesaler? 

MR, TILLEY: Yes, that is right. 

MR, WICKWIRE: Mr. Tilley, in Toronto the 
Commission heard a delegation from the Toronto Retail 
Tobacconists Association, which association submitted 
a brief which had been prepared by Mr,.J. W. G. 
Honter, ..C:. 

MRS 2 LGLEYs Ves. 

MR. WICKWIRE: In which they set out 
correspondence between Mr. Hunter, on behalf of the 
association, and yourself? 

MR, TILLEY: That is right. 

MR, WICKWIRE: Do you recall that cor- 
respondence? 

We. TILLEY: Yes. 

MR, WICKWIRE: Now, that is the sort of 
group that I had in mind. Will it ever become 
possible for a group such as that to be able to 
buy from the Imperial Tobacco Company in competition 
with the chains? 

WR. TILLEY: I certainly do not say that 
4t will not be possible, Mr. Wickwire., But we are 
dealing with a perishable product in the first 
place. And it is a perishable product which is 


difficult to handle in that, by law, the packages 
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there must be sealed. So that the only way you can 
protect the good name of your product is) by seeing 

that those products are fresh, and that the whole- 

galers warehouse them properly, and so on, 

The Toronto group never did satisfy me 
that they were going to warehouse our e00ds. properly. 
In fact, I probably went much farther in my cor- 
respondence with Mr. Hunter than I needed to have 
gone merely to present to him the difficulties which 
we were facing in our merchandising policy. 

I think I could have simply told Mr. 

Hunter a atory that these people had no warehouse, 
no organization, and that we were not committing 
ourselves to selling anybody in advance until we saw 
what they had, and how they were going to operate, 
and that we were not prepared to risk our goods in 
their hands until they had proven that they could 
handle them properly. And we do sell some co- 
operatives. The door is not shut, 

MR. WICKWIRE: I take it that you recall 
rather vividly the exchange of correspondence between 
you and Mr. Hunter? 

MR GELeEYy Se Yes, 

MR. WICKWIRE: Was the main factor grin 
not permitting this group to get the same buying 
privileges, the warehouse factor? 

Mee TIEGES: well, no. Fe the correspondence-- 


which, by the way, I have not read for some months -- 





wee 
iM SBR 
AG - 2 mee 

| ‘ sittosa ee nee York be 
: ; ; ast 1 oe ae 
or “SLi aes sae 
4 . r <n ee es 


ys 5) ve ‘bas ‘ete 
iis a igh =o reas 
. Sit Yau Be bas. oven, aug, “pate 










































= wiraeotg ‘abodes ; *ektes. (adsioaaeieae oF ‘tion oa ‘oto afin ‘ 

ne j a. vi es uy coe se EES, J 
“00 “yi ail xocldxe® Hoon dhs | ‘ett + Soar are . 
F IVE Od bonean a. ads edna” Ai dete ‘SBrobnogeos # DEY 






Py ~ Ad kdw a6 lO CS Eee tS oad ahd os anagig oe ¢boren® inset et 
. atte lhtieterdct, seven eh an fost orate aw: 2 

, + ei par a VDE DES ar 

. am Dict Yiquile srs ‘Bie al aie. big t 





. Om a ie 4 Ly 
; m ——- - aN « 
fiat ok Hori ays ¢ ood e300 vies & vadauti Af 
oa a 
S - Pirie Boe , 
B, foc tamoo Jorn orow ow vedd bee (note set TUBB" rea iy 
la Se Ih By 7 
1 rae * , $ Ta. 
i , | peamey hile a i pil Soe 
A Oe OW LAT SOASVOS aL Yhodyns yeliles ot asp féexde < 
an > + 7 + a 
] Ae 
ri = j 2 
S SHLD *4 £08 ox Yous wort Das . bs word: tedw- 
i 


7 1 2008 SHG Melt of botsqerg Jon saucy hea tend bas ° | Ne 


ie 
— — “ "7 iat dtl, 9 ae Od oie “ 
; i bay +2. GO VEG Jevoy a (teed Vy ori han uy 2 OPTS an 4 TLE ais 3 


; 
f 
i‘ ) Ise eee a 
. } mG L133 ° Oo 1 Dita y i TOO ag nor olbaasd vs 
i‘; - Le a Ps ; ; 
Ide Jon et ‘cob ont -sovitverdio 7 
a FACe eee ” i 
= ne ey He hat Fs ' A : 
e ; re ai <> 26 th 
{LLB S08 ie soit CL ote) £ 2aRIWHOIW oA 2 eo my: ny 
See 14 A 7 
Aa F + . 
5 ‘ ey = . aes as y “+ 
fe - ve Gg rH tH 4 oy TOY a? . 5344. 29 Sie yibiviv Tanisy fi 
| Mie Fee sa <= 5 ia a ~ te ae a 7 i ; i 
- sees a) aes: 
; ier is 10 Baars oi bas doy 2 


: " 
ie «Tosost tiiam sit eaw at tnotw | | 
' : r J ¥ rm; gee : 
y) gh tyed “omag’ OMe toe on ayer 5 Bind sabittmtog tori Gee 
; F : Eps weucee i} e i GA 
ee Hi alt oS 
H Nae ton ae evotarel, x wsopek vba ; 








me Bb ebtogaexty » ont se ae ae a 





. hy 5 Bee FA 
? . __ 


7 


as sy « Ee a? eae an td eae gat 7. 
> -dataer Sipe sot bao’ 4or ovad I yew sat yd totdw 
tare i POT. ose ec ; : 


- 3361 - Mr, Tilley 


in the correspondence the principal difficulty that 
we see in this sort of thing is: Where would we 
stop? I have already explained to the Commission the 
difficulty in shipping to every individual account, 
Now, even if you take every ten wholesalers, or every 
ten retailers, in Canada, and make them into one 
group, you would still end up with nine thousand 
groups -- which is an unweildy proposition. 

MR, WICKWIRE: Well, as I recall the cor- 
respondence, that group undertook at the outset to 
guarantee sales of $2,000 worth of tobacco and 
tobacco products each week? | 

WR, TILLEY: I think it was $4,000, although 
I would not want to quarrel on the point, 

MR, WICKWIRE: All right, that is even 
petter. Would that be sufficient in volume in order 
to entitle them, if that were the only consideration? 

MR, TILLEY: We have no limit on a jobber, 
so far as volume is concerned, Mr. Wickwire. The 
essence of the jobber is that he warehouse, that he 
orders from us, and that he warehouse our goods and 
ships them and sells phem vo retvallers, 

MR, WICKWIRE: Well, the point I am trying 
to bring out, Mr, Tilley, is that I am not here 
defending the Toronto group, at all. But perhaps 
they are one of similar groups in many parts of 
Canada. Their principal business is that of tobac- 


conists. They state that they are peing driven to 
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the wall, financially, because they cannot meet 
competition of the chains, The chains, as you know, 
have been selling cigarettes at a price substantially 
pelow that at which the independent tobacconists 

can offer them, and compete. Now, I am trying to 
fina out if there is anything that can be done for 
these bonafide tobacconists in order to assist them 
in their plight, and help them to compete with the 
chains in the industry. And you say "maybe"? 

MR, TILLEY: Well, Mr. Wickwire, let me 
put it this way: Are we not really making a ovr 
drawing a lot of conclusions on a lot of question- 
able grounds, perhaps? Let us put ie that way. After 
all, the chain has got a certain cost in delivering 
goods, warehousing them, ordering them from us and 
paying us, and so on, And the whole argument tends 
Go look ab vhelditirerence, 

Assuming that the Toronto merchants you 
are talking about are buying from wholesalers at 
our maximum selling price, there is a difference of 
two cents a package between that price and the price 
at which the chains buy from us. 

Now, that two cents a package, in part at 
least, is eaten up by the cost of the chain store 
operating a central warehouse, and shipping to LCS 
own individual stores across the province, They 
do not do that for nothing. 


On the other hand, the little fellow will 
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buy, and the goods will be delivered VOUS. 6 eehes 
and he will pay it some time later, 

MR, WICKWIRE: I think you previously told 
us that by granting the chain stores wholesale 
privileges, if they bought into a central warehouse 
the cost of distribution would be substantially 
lower, did you not? 

WR. TUUley: No, mo; I°did nov ‘say that, 

I merely said that we gave them our lower Lee. 
because they were buying from a central warehouse. 
7 did not say whe Coss or distribution would be 
Lower, | 

THE CHAIRMAN: Your cost would be lower? 

MR. TILLEY: Our cost is lower, yes, be- 
cause we are shipping to fewer stores. Yes, certainly 
our costs are lower; but I do not say that the over- 
all --- 

MR, WICKWIRE: Does not that principle 
apply if you sold to OLner buying groups? 

MR, TILLEY: Well, is that not implicit. 
Mr. Wickwire, in our reduction of direct accounts? 
You see, the principle does not apply because when 
you get into -- when you get iu widespread == be-— 
cause we are only one company; and the individual 
stores are buying the products of 20 or 30 or Oo 
companies. So you have 20 or 30 or 4O people 
shipping to a whole lot of different locations -- 


to a greater number of locations than they are now, 
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MR, WICKWIRE: In the tobacco industry 
they are not buying from 20 or 30 or 40? 

Me OTLEY 9 No, “bute the: jobbers who: are 
distributing the tobacco products undoubtedly are. 
Because, with tobacco products they are distributing 
confectionery, grocerics, drugs and so on, You see, 
there igs no such thing as a tobacco jobber in the 
sense of one fellow who sells only tobacco, 

MR. WICKWIRE: Well, I am trying to find 
out if there is anything that can be done for the 
plight of the group in Toronto, as an example; and 
T an sure there are other similar groups in Canada, 

MR, TILLEY: You are putting the whole 
plight on the difference in their buying cost and 
saying to me that there is two cents a package 
difference between the price that one buys at and 
the price that the other buys at. 

MR. WICKWIRE: I think that has been sug- 
gested to us by some of the people in the retail 
trade. 

MR, TILLEY: And what I am saying is (1) 
that there may be two cents difference in price, 
if they are paying the regular price, but that there 
is not two cents difference in cost. 

MR, FAVREAU: In ultimate cost? 

MR, TILLEY: Yes, that is right. ~And 
also, that the reduction of which the Toronto 


group are complaining is in most cases more than 
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two cents a package. In other words, the reductions 
which really caused them to become annoyed, which 
was the price of $2.99 a carton, or 30 cents a 
package, was in fact three cents a package -- which 
is more than the difference in orice, and considerably 
more than the difference in cost; and it means that 
the chain operator was actually taking atv retail 
a lesser markup than what the other fellow was 
prepared to accept, 

MR, WICKWIRE: But the two cents a package 
would go a long way to enable him to compete, would 
1G nove 

MR, TILLEY: I do not know that it would. 

I do not know what warehousing costs are therc. 

MR. WICKWIRE: If there was threc cents 
difference, then two cents would go two-thirds of 
the way. 

MR, TILLEY: No, because to get the two 
cents he has to pay to establish a central warehouse, 
which he does not have to do today at all. He just 
sits behind his counter and the jobber looks after 
aoe Ore Can 

MR. WICKWIRE: But if a cent of that goes 
to maintain the warehouse, then one cent would surely 
go some way to enable him to compctc. 

MR, TILLEY: I am not so sure that one 
cent per package difference would make such a 


tremendous difference in volume. in other words, 
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what I am trying to say is that if chain stores 


} 


sold at 32 cents and regular retail stores sold at 


1 


Be cents, it As extremely doubtirulit there would 
be a tremendous swing in volume to the chain svores,. 

THE CHAIRMAN: You mean if there is only 
one cent difference between the regular store and 
the chain store, that people would not go to the 
chain store? 


wm, SEHeve That Te righe, 


THE CHAIRMAN: Can you say, from your 


in Winnipeg where, I believe, that is the fact? 

MRE PRULEVS ee emo ve Soy Ves. 

THE CHAIRMAN: The chain stores have been 
selling at 32 cents? 

Maen Leys Yee, 


THE CHAIRMAN: And the others, most of 


MR. TILLEY: Yes. And they have not in- 
creased their percentage to any great extent, I do 
not believe, 

THER CHAIRMAN: Whereas, in some eastern 
cities, and in Vancouver, the margin between the 
ehain stores price and the Sieuseted retail price 
has becn much more than one cent; and there has 
been a bigger swing in those places, has there not? 

Mie PDLUR 2 “Yoo. 


MR. WICKWIRE: Do you think the reduction 
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by the chains, or some of the chains, in thé price 
of cigarettes has brought people into the chains 
just for the purpose of buying cigarettes? 

Wee rite: Nog i rankly, i dente 
know; but I think probably what has happened to a 
certain extent, anyway, is that the purchase OL 
cigarettes has shifted from being a mants job to 
being a woman's job, in many cases. 

MR, WICKWIRE: In other words, she is buying 
Most Oo: the erocvceries: 

Vike “DLLEeys Yess 

THE CHAIRMAN: They buy them by the carton, 
instead of by the package; and the woman gets them? 

Mee (tier. fhav weecienc.” ot don't ynow, 
really: I can only go from my observation going in 
and out of chain stores, that is all. 

MR, WICKWIRE: Mr.Tilley, can you give us 
a comparison of the cost of distributing a package 


of cigarettes in Canada as compared with the United 


States? 

MR, TILLEY: No, I am sorry, Mr. Wickwire, 
I cannot, 

MR, WICKWIRE: In which country is it 


higher? 
| MR, TILLEY: Well, again it depends entirely 
upon where you are, in each country. 
MR, WICKWIRE: Well, speaking generally, 
is it not higher in Canada than it is in the United 


States? 
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MR, TILLEY: Yes, generally speaking. But, 
of course, in Canada -- or, let us put it this way, 
that in the United States, within 100 miles of New 
York City, for instance, you have a population as 
big as Canadats population, They smoke twice as many 
cigarettes a year as Canadians do. 

THE CHAIRMAN: Where is that? 

MR, WICKWIRE: But there is only abouv. hay 
as much tobacco in each cigarette, is there not? 

THE CHAIRMAN: Where is it that they smoke 
twice as many? 

MR, TILLEY: In the United States. So 
they have got twice as big a market within 100 miles 
of the city of New York as there is in the whole of 
Canada. And you cannot possibly expect your dis- 
tribution costs on the Canadian market to be com- 
parable. 

MR, WICKWIRE:: That would be obvious, 

But in an American city that is comparable in size 
to Montreal or Toronto, how would costs compare? 

MR, TILLEY: Well, frankly, Mr. Wickwire, 
I dontt know. I would say, on the whole, that it 
is probable that our costs are higher than theirs. 

MR, WICKWIRE: And you cannot suggest any 
reason why this should be? 

MR, TILLEY: Well, the principal reason 
is the smallness of our market. Because, again -- 


faking a city the size of Montreal or Toronto -- 
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4n the United States you would be selling twice as 
many cigarettes as you sell in the same size of city 
in Canada. So, to distribute twice the volume does 
not cost you twice the money. 

MR, WICKWIRE: Most of the states of the 
United States have fair trade laws? 

MA Le oS 

MR. WICKWIRE: Which enable the manufacturer 
to set the retail price? 

MR. 2 PDeY: eves. 

MR, WICKWIRE: Have any of the American 
manufacturers of cigarettes taken advantage of that? 

MR, TILLEY: I am not sure about the 
cigarettes, quite frankly. JI believe some cigars 
are fair traded; but I do not believe cigarettes are, 
generally. 

MR, WICKWIRE: In fact, there are no 
cigarettes. fair traded, ere there? 

MR, TILLEY: Not to my knowledge; but I 
would hate to stand here and say No, 

MR, WICKWIRE: Thank you, I have no 
further questions. Perhaps the commissioners would 
wish to ask some further questions. 

MR. WHITELEY: Mr, Tilley, you mentioned 
that your company sells to some cooperatives? 

MR, TILLEY: Yes. | 

MR, WHITELEY: What type of cooperatives 


are they? 
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MR, TILLEY: The western cooperatives, 
working out of Winnipeg -- what do they call them- 
selves -~ I have forgotten, Anyway, the cooperative 
people in western Canada are on our Lise. 

MR, WHITELY: <A wholesale cooperative? 

MR, TILLEY: Yes, that is right, 

MR, WHITELY: Are there any retail co- 
operatives to whom you Sel: 

WR, TILLEY: No, not to the best of my 
knowledge. I would have to check our lists, but I 
do now belweversos 

MR. WHITELEY: Have you any information 
as to the channels through which this tremendous 
volume of cigarette distribution is earned pon 1 
the United States? Is it different from that in 
Canada? 

MR, TILLEY: There are a number of dif- 
ferences in the American set-up, Mr. Whiteley. For 
one thing, the Americans have only one price. I am 
assuming that everybody in the United States takes 
advantage of the price discount which exists there. 
The manufacturers have one price, regardless of to 
whom they sell, be it a wholesaler, or & chain or- 
ganization, or an individual retailer. They sell 
at one price. 

MR. WHITELEY: I was thinking more OF 
retail distribution. 


MR, TILLEY: Well, in the United States 
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of course, there are wide variations in price in the 
same community. 

MR, WHITELEY: I was wondering if there 
had been any shift from one class of retailer to 
another, 

MR, TILLEY: Well, chain organizations on 
the whole have been increasing their percentage of 
business, yes, although not at a very rapid rate, 
They have a substantial portion of the cigarette 
pusiness in the United States, 

MR, WHITELEY: I think you suggested in 
one of your earlier answers that you considered 
that in the Canadian market, in order to maintain 
the volume of sales, you would have to have a wide 
distribution through, I presume, tne existing 
channels? 

MR, TILLEY: Well, through the existing 
retail outlets, if that is what you mean by "channels" -- 
yes. 

MR, WHITELEY: Yes. Do you draw any 
distinction between the situation as you see clic a 
Canada, and the situation in the United States, where 
you have a much larger per capita consumption and, 

T take it, a larger share of distribution handled 
by chain stores? . 

WR, TILEY: No, 2 think that ie Largely 

accounted for by price differences between the two 


countries, In other words, the largest per capita 
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useage in the United States is duc largely to the 
relative cheapness of cigarettes, due to federal 
taxation, as compared with cigarettes in Canada, lI 
do not think that the method or distribution has a 
tremendous amount to do with it. Cigarettes are 
pretty widely distributed in the United States, just 
about as widely as here, 

MR, WHITELEY: If you have a larger pro- 
portion handled through the chain stores, then 
presumably the amount of business done by a pro- 
portionately larger number Gf OGner Gyoes Of Gis— 
triputors must be smaller in relationship to that 
market? 

WR. ©ILEBY: Smaller in velationship, yee,-- 
but not smaller in gross. I mean that the small 
corner store, the small corner groccry store, which 
is open when the chain stores are closed -- they 
will sell more cigarettes per unit in the United 
states than we do in this country, despite the fact 
that their percentage of gross volume is less than 
what it would be in Canada. 

MR. WHITELEY: Due to this much higher 
per capita consumption? 

MR, TILLEY: Yes, that Peet eee 

MR, WHITELEY: And the size of the market, 
OSG. de: 

MR, TILLEY: Yes. 

MR. WHITELEY: What would be the situation 
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in metropolitan areas if your company introduced a 
cash-and-carry sale at your warehouse? 

MR. TILLEY: Well, sir, we would have to 
have a new warehouse. 

MR, WHITELEY: Do you think it would draw 
a large amount of business? 

Mi Lees Io you mean at a special price, 
or at the regular selling price? 

MR, WHITELEY: At the cash-and-carry 
Brice: 

Me, PEELE: "ves, 

THE CHAIRMAN: You must anticipate that 
when you would think you would have to get a new 
warehouse, 

MR, TILLEY: It would be chaotic, to start 
with -~ there would be absolute chaos. The problem 
is, with a good many of these small merchants when 
we talk about cash-and-carry, and having people come 
and pick up goods -- that a lot of these small 
tobacco stores, sometimes small corner stores, which 
sell tobacco products, are one-man operations or, 
at best, a man and his wife. They have not the 
facilities for cash-and-carry operations. 

In other words, if they came down to a 
large warehouse to pick up their goods, then they 
would have to come, presumably, to the warehouses 
of our three competitors to get their goods. So 


they would have five trips to make to various 
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locations in the city of Montreal every day -- because 
many of them buy every day -- as compared with the 
situation today, where they have the goods just 

Laid down on their counters. 

MR, WHITELEY: What would be the situation 
if you had a minimum unit for purchase -- and this 
is just speculation, of course. 

MR, TILLEY: The problem in that goes back 
to the matter of freshness. If you put a minimum 
purchase on tobacco products, with no other control, 
you are in a position where, in order to get the. 
minimum price, they will overbuy. And it means that 
you are selling stale cigarettes -- which is not a 
good thing for your brand name. 

THE CHAIRMAN: Is it the policy of your 
company to pick up cigarettes after a certain length 
of time? 

MR, TILLEY: Yes, we certainly try to, 

But we try to keep up the practice of picking up 
cigarettes to a minimum, by seeing that not too many 
get out. Because the business of picking them up 

is terribly expensive, in time. 

THE CHAIRMAN: And that problicm would be 
aggravated, by a system of minimum purchases at 
SoecLaiw prices: 

MR, TILLEY: Very considerably aggravated, 
yes. 


MR, WHITELEY: There are a few examples 
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which have been brought to the attention of the 
Commission of retail grocers who have formed a 
cooperative organization for their general lines of 
business, established a warehouse and, so far as the 
information goes, supply their members from this ware- 
house, What is the view of your company toward 
efforts by that type of organization to add tobacco 
stocks to their lines that they are handling in that 
way? 

MR; TILLEY: Wellj sir, in reply to the 
question I can only revert back to what I said 
previously, that we would look upon that proposition 
as similar to opening a wholesaler. We would examine 
the situation in the local community and, based upon 
the adequacy of the number of wholesalers we had, 
and the type of service we were getting from them, 
we might or we might not open the account, 

I cannot sit here and say to you that ina 
given situation "A" or situation "B" we would or 
would not recognize that account, 

MR, WHITELEY: The consideration you mention 
seems to me to differ somewhat from the attitude to 
which you referred toward the multiple unit operators 
whom, I presume, you recognize because of some other 
factors. 

MR, TILLEY: We did not recognize them; 
they were already customers of ours. We merely re- 


categorized them, because they were performing a 
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wholesale function. We did not add to. our costs of 
distribution, or add to our number of distributors 
in recategorizing the chain stores. 

MR. WHITELEY: No, but I assume that the 
considerations you applied changing their category 
and putting them in the same class as the wholesalers 
were not the same considerations as you now raise in 
connection with recognizing a new jobber account, 

In other words, how would a cooperative unit operating 
4n much the same way as the multiple unit corporation 
differ in your view as to their acceptance as an 
account entitled to buy at wholesale? 

WR, TILLEY: Well. 4s.t said an awful lot 
would depend on circumstances in that particular 
locality. Another of our problems is that we have, 
in practically every big locality in Canada, a con- 
siderable number of applications from wholesalers 
to be recognized as wholesale customers, people who 
wholesale either other products, AG who may be on 
other wholesalers! lists of manufacturers, and not 
on our own, We tell all these people that we are 
sorry, but that we have enough wholesalers at the 
moment, .We do not tell all of them that, but those 
whom we do not open, we do tell that, -And we feel 
that if we were to open such cooperative groups as 
you mention in a community where already we had 
refused to open, let us say, jobber Hae and Cs, 


we would, in fairness to tat "BI ang "Cc", have to 





| soppy } Bier ak - ak | 
x al soa Sarwan 2 ove colt: ear 9 at i as 7 

; eles a oo 
eas 





G08 Xeddol, wor’ ® Butetihtaes oeiw ‘ens 0sétigo | 





oe gattersao tims oviitarsqood By wissen wor .abtow ‘radtto Ft | 7 
rides viny aigtt tum ett aa ew: ‘ome ord Moti me. ’ 
i Rs ee saanihaeataa nhoat of ge weIV teoy: at ‘TOTIE . ; 
; 7S ce teaecodw te que od-baratines Snsopbe 
/ - iutue a8 bise I as fieW Yar? ee Se ee aa 
2 > apt uaiiang “Saas rob aevaataneendey AO. bitsqek divow : 
.: || vowaid-eip Wahi BES ‘tmsiidorg wo To.4edvomA yehtsebt | ‘ 
2 | unisds “Sandia nit Yabwech ald igeowe eetmoktoseg th | a 
| “Grotesélod molt enottsok igus Yo ‘thdeina efderebte | 
i othe “etdoud- ' axSnotevoolsasforw as bestrmboer ed xt | 
fo Sieber oulw x0 “cevoubong ‘edtd roddle efassfode 9 
fi ea Bae -jasdutos hacen ‘to. etath- VarolesolLodw: saddo. 
> "git ‘Sw ¢eae afgoog godt Lis Lied oW- .swe’ neo “He 
ond de sistsaotodw nigurdive oveg ‘ow Jadd Bie eytrop 
pacts dba: tart ‘avon aS ‘The eis Yon of ow | Brow ' 
4  $58t ow pha® tame Liat!ob aw isq doa ‘ob “am ‘mitsehen J 
Bs” aquiong! ‘Svttedtsdqods ddim Crete. ot row tw TL dade mr 
* Bail ov ybeokkts “eacodw ‘ee rtemtano o- Reut- motteon ae ‘ 
vo ‘bis Mah A" wocdot arma aay ot egeestatasunes 
aie ee oot onat Ot salad ie og* et cu UBitwow. et 


4 a ; : ae 
Brie bat, i ee me ms cn 7 & ye are ae yen 
; 





a Mr, Tilley 


open them, Therefore, instead of facing a problem 
of recognizing one new account in that territory, we 
woulda be faced with recognizing three or four of 
them. 

MR, WHITELEY: Yes, but in the same community 
you may have your multiple unit corporate grocery chain 
that is buying at the wholesale price, and they are in 
competition with this voluntary multiple unit. 

MR, TILLEY: Yes, but you are working on 
the assumption that these units are paying the maximum 
jobbers selling price, are you not? 

WR. WHITELEY: All I take is the information 
that they are doing their own warehousing, and for other 
lines, and arc buying on a jobber basis. But for tobacco 
lines they are unable to purchase on the jobber basis. 

MR, TILLEY: Some of them. 

MR, WHITELEY: Yes. 

MR, TILLEY: But what I am saying tO Pyoureds 
that they may very well be given the goods at a price 
which is comparable to their cost of putting their 
tobacco through their own warehouse, 

MR, WHITELEY: Certainly so far as your 
company is concerned they are not purchasing at the 
price that their competitors, the multiple corporate 
chain are purchasing. 

MR, TILLEY: “That is right. 

WR, WHITELEY: Although, so far as the 
illustration goes, they are performing the same 
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MR, TILLEY: But not in so far as we are 
concerned, if we are not selling them, 

MR, WHITELEY: Well, you cannot say they are 
not performing the same function because you did not 
sell them. 

MR, TILLEY: But they will be purchasing 
from the jobber who will be delivering to the in- 
dividual stores, presumably. 

MR, WHITELEY: Yes, but they are not being 
given an opportunity, so far as tobacco products are 
concerned, to perform in the same way as their cor- 
porate competitors performs, 

WR. TILLEY: That is right, so far as 
tobacco companies are concerned. 

MR. WHITELEY: Yes. 

MR, TILLEY: That is implicit in the answer 
which I gave you some time ago, that nobody can 
suggest where you draw Me line. it you could suggest 
where you draw the line, then it might be a much 
simpler problem. 

MR, FAVREAU: Without naming them, if you 
do not care to name them, are there presently in 
Canada any large and representative chain store or- 
ganizations who have not yet been recognized as the 
status of wholesale buyers? 

MR, TILLEY: That would depend entirely on 
your definition of the word "large", I could perhaps 


express it in this way, that there are none of a size 
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comparable to the groups which are now erred 
for wholesale purchases. 

THE CHAIRMAN: That is the six to which you 
referred before? 

MR, TILIEY: Yes, that is right, 

THE CHAIRMAN: Mr. Tilley, with reference to 
the recognition of the six chain store organizations, 
your decision was reached, I think you said, about 
dune of 1952: 

WR, TILLEY: I said some time in the summer, 

THE CHAIRMAN: Some time in the summer of 
1952; and it was made effective in November? 

VR. TILLEY: Mes. 

THE CHAIRMAN: Was your company the first 
to recognize these stores? 

WR, TILLEY: Yes. 

THE CHAIRMAN: And did the others follow 
very soon after? 

WRachiELevi eaves, £6208 By that answer I 
would not suggest that the manufacturers all have a 
common list. I merely answered the question as you 
out Ly, 

THE CHAIRMAN: That is all I am taking it 
to mean. You acted first and they followed. I am 
not going into the reasons for it, There might be 
lots of reasons for it. 

MR, TILLEY: That is fine, sir. 


THE CHAIRMAN: I think perhaps that completes 
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the questions the Commission wishes to ask, 

MR. WICKWIRE: I have one further question 
which arises out of an answer Mr. Tilley made to the 
question asked by Mr. Whiteley. I refer to this 
question of picking up for staleness. How do you 
check the retail accounts who purchase through 
jobbers for staleness, to get those products off the 
market? 

MR, TILLEY: Well, we have several methods. 

MR, WICKWIRE: Could you describe generally 
what your system is, of DOLLCANE 2 

VRo TILLEY: — Arter all, this 4s a spublic 
meeting, and I do not want to give away all my trade 
secrets, 

We. WICKWIRE: On, well = 

MR. TILLEY: Let me put it this way, that 
we have a system of going around to the retail 
accounts so many times each year, and checking their 
stock, We have a salesman in the field whose duty 
it is to go around the field and call on the various 
people, 

MR. WICKWIRE: They work out of the ten 
Dratica oll ices: 

MR. TILLEY: Yes, and they check, And 
there are means, from our packages, of telling how 
old the goods are, And we have other means whereby, 
in head office, from a more or less scientific 


stamping method we can tell how old the cigarettes 
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are at our big locations in Canada, once a month, 

MR, WICKWIRE: And they get to the accounts 
that purchase through jobbers? 

MR, TILLEY: Yes. Now, what happens with 
the jobbers is this, that a man will discover that 
he has to pick up constantly from the accounts of a 
certain jobber. If the jobber happens to be his own 
account, he will reduce that jobber's orders, 
accordingly. If the account happens to be the account 
of another salesman, either through the branch office, 
or he and the salesman with whose customer he is 
having trouble get together and they say, “John Jones 
is buying too much, and loading the trade." So they 
talk to the branch manager of the jobbing house, and 
they say, "You are not carrying out our principles of 
not loading the retail trade. We have had too many 
pick-ups from your customer, We want something done 
apouv 1c. 

MR, WICKWIRE: But they are checked? 

MR, TILLEY: Yes, definitely. 

THE CHAIRMAN: One other feature, Perhaps 
it is a side issue from this inquiry, but it seems to 
pe a fact that, with few exceptions, the standard 
prands of cigarettes in use in Canada are made of, 
we Will say, a very similar type of tobacco -- straight 
Virginia, I believe Hor ter CaLteg? 

MR. TILLEY: Yes. 

THE CHAIRMAN: And the cigarettes are nearly 
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always of the same size, and about the same weight, 
and they are packaged in the same number in a pack, 
with the same size and shape of pack, spcealring 
generally, And, with one or two exceptions, they 

sell at the same price, normally -- that is, so far 

as the manufacturer is concerned, They sell at about 
the same price, Is that, in your opinion, a necessary 
feature of the cigarette industry in Canada? One, 

are those necessary features? 

MRy TILEY: “LE think, actually, sir, we 
can answer the questions one by one, HUrSsey as “tO 
the type of cigarettes, The Canadian consumers it 
seems, on the whole, prefer the Virgina type of 
cigarette, 

THE CHAIRMAN: Whereas, in the United 
States, they prefer the -plend? 

MR TILLEY’ “That is right. 

THE CHAIRMAN: Or have done, for a number 
of years; although, formerly, years ago, they had the 
Virginia too, did they not? 

MR OP aLEY : Well, Shey (did. “Bue actually, 
if you go back into the history of the industry, it 
4s from Turish to Virginia in this country, and from 
Turkish to blended in the United States, And they 
have not really got into the Virginia cigarette as 
such, I think that disposes of the kinds or cig- 
arettes, 


Then, so far as the packaging is concerned, 
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my own experience in the industry is that the Canadian 
consumer on the whole prefers a hard pack, 

THE CHAIRMAN: They did not take to the 
pack? 

Wee Tete yan ylhey sdid not take to the soft 
pack, no; And where you have them in bulk packs, 
poth kinds of packages, the tendency is for the hard 
package to prevail. 

Then, as to prices, she situation in regard 
to current prices is that in February of 1953 on 4 
Thursday the Minister of Finance announced a reduction 
of $2 a thousand, and the excise tax of four cents a 
package. And certain cigarette manufacturers in 
Canada announced prices with that reduction. Imperial 
Tobacco Company on the following Monday announced 
prices providing for a further two cents a package 
off. The other manufacturers IT am afraid had no 
option if they wanted to stay in business, than to 
follow what Imperial Tobacco Company did. It resulted 
in similar prices although they are not similar, 
actually, whereas one manufacturer provides a cash 
discount which no other manufacturer does. 

THE CHAIRMAN: Do you agree with the con- 
tention that has been submitted to us -- not merely 
with regard to cigarettes, put with regard to other 
products, although in your case I am referring to 
cigarettes -- that cigarettes are really required 


to be sold to the public at the same price in all of 
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what we call standard brands, There are about a 
dozen or more of them that are all being sold at the 
same price, Some are cork tipped, and some are not, 

MR, TILLEY: Well, are you getting back to-- 

THE CHAIRMAN: I am just trying to get at 
whether this particular industry requires a uniform 
price, or variations due to size of cigarette and 
quality of tobacco? 

MR, TILLEY: Of course, there are two or 
three factors which enter into this, The size of the 
cigarette is limited by the excise tax. 

THE CHAIRMAN: You mean it must be exactly 
the same size? 

MR, ‘TILLEY: No; but if you go beyond a 
certain size you start to pay more to the federal 
government, 

THRE CHATRMAN: And then you have to charge 
more for the cigarette? 

MR, TILLEY: Yes, and then you have to 
charge more for the cigarette, Bute ofpcourse; sthere 
are actual differences in cigarette prices. 

THE CHAIRMAN: That depends on the amount 
of tobacco in the cigarette? 

MR, PLLLEY +: eaves 

THE CHAIRMAN: And it is related directly 
to that? 

MR, JEILEEYs ¢ Yes. 


THE CHAIRMAN: So that you are not paying 
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more for the amount of tobacco you get? 

MR, TILLEY: You could be. The duty is 
not worked out on a poundage basis. It is worked 
out on the total weight of the cigarette, It is not 
on the poundage of tobacco. 

THE CHAIRMAN: Could you go into a smaller 
cigarette, such as they have in Australia? Could 
you do that legally? 

MR, TILLEY: Oh yes, Legally. But then, 
you are getting into this position, in Canada, with 
your fixed excise tax law. In Australia if you go 
into a smaller cigarette you get a lower tax rave on 
Ue on Canada if you go into a smaller cigarette 
you pay the same amount to the federal authorities. 

THE CHAIRMAN: So that probably it is not 
economical? 

MR, TILLEY: It is not an economical 
proposition here, In Australia, yes, it is; it pays 
to go into a small cigarette over there because you 
can make a really substantial reduction in price. 
The manufacturer's selling price accounts for only 
a small proportion of the cost of the cigarette. 

THE CHAIRMAN: What I am trying to get at 
is why it is that cigarettes are normally all of 
the same size, whether cork tipped or plain, or 
whatever kind, and that they are sold generally 
at the same price -- that is, apart from the cut 


prices we have heard about in the last year or two. 





vi ane vend 


‘ie = a NSS " 
ay oe J 
‘ maa - |} r) ah 


R; + Pays Me 














f oa v4 ee , 
tors istow £2 
Aes WY 5, a a a vt eeu RTM 
eee rr stand 40 Initia peta 
wee nt st Yea eR Pea ey Mae oe . 
rc ilk oR Lau | B Odi wo. j OY ue aoe Renee bt 
ay : : nN 
AONE SLyoo. ‘centerdecn « wh wv ot at Botlo o0tmgto. f f 
fn rr win Bit ey, ci ! 
iG a Pah Ted ws ie, tees: sf dado bb ‘pox ive 






iehonagto eh? 






























7% ! M 
: 
Y 7 
s = we pent Se ee oy AN r ‘ 
ae sone) VE ee Eiaeel Lear BO svat Pe 
: | hen Vy 
{ y , f ‘ ne ‘ 
rs Be " “~ 4 ‘ he « i -) / ' yp > we , x : 
SRORS I OL. OI Fade sre asd aasendsicthet Hoy 
i Paix : ray tis 
w ip. Ce & 1 hi hp { A ’ 4 . } “4 = - ‘ i 
Os OV t's, s EL: Pes Ae “ it on ei. KE 2 vod, fa rey apy ce as j#> ; vey 
; i -. - ‘ / 
ee ee ee AB ee ve 
We ONS" Roe. woe Le Tomy Hey oTomaals tellers s ofct 


Ue ode « " bey gh . a a? is. “a rn | : 
4 - ~ wi ap ee “ie 4 HOE 72 E0Sile: iT ‘ a 


fom ma IL Videdotg Sadly, oa >) : aan See 
PLS otmotoss 
Lat a : ih. ree oT 'VF, Pru! Pp ih 
- Beg. vo ,aL 94) -asy. .erlendelléA GE  Useal | ont Reagomy 
jl . y : , ! 


“ae iy Patent if ‘eet ue dre es me ¢ , wy P ay rt $ 
WARNE RTA ESTEE IE cars) Laut o LL go n di OR ov 
Zh i : ; 


COOH EE Ole okbet Dserore taeda betas Sais Mae. |: 
9» ftw ~*y Pt Op cha ws - A Pie ee “wh © Zz ¥ 
Yio Sat avagocse orhig watt tae alus "IS 08 TUB — 
a oh sak ed L. a 
storey ls) ot to tec Nt Leda bre yo ney fisme § 
ui ‘. Gil 
* he any A DC i 
Be O% 7 em! te i eA te sy i VLAM AT AHO iz nay ; 
LU 
. 


sera er The Bed tetEate wer? 2h 3h ydw ef. 





‘ia a BNR ro et ee i to baigns, Aebiody sath cles eat wiee ety ||) iq 
‘ i" Ph " mi 1 * § oa Hl } } 





xiiexoneg bio ores: yadit’ dade 6 bl sovosisnty "s 









dro lds): mers" dug’ ae thea a tee oat Sn Be 







ry i “ewe al hile ont Ab Said Die S¥8C on evbieg oy 





8300 ree Me eee LL Ley 


Other than that, they are sold generally at the same 
Doce: 

MR, TILLEY: Well, of course, across the 
country in the first place menufacturers sell at the 
same price -- £0 that that is one reason for con- 
tributing to that, 

THE CHAIRMAN: Do you think that, com- 
petitively, they must sell at the same price? 

MR, TILLEY: Yes, I think so. 

THE CHAIRMAN: Regardless of advertising 
as to special merits? 

MR, TILLEY: Well, I would hate to be 
undersold. 

THE CHAIRMAN: Regardless of the special 
merits alleged for special brands, the public does 
not think enough of those statements to pay more 
money for those cigarettes? 

MR. TILLEY: There are such cigarettes in 
Canada which sell at higner prices, but they form a 
very small percentage of the markev, 

TUR CHAIRMAN: They are not really standard 
prands, and their market is limited? 

MR, TILLEY: Yes, that is right, 

THE CHAIRMAN: But in your opinion io 2s 
nearly necessary that vie prices (by manufacturers 
should be the same? 

MR. TILLEY: iI think so, yes. 


THE CHAIRMAN: Retailers at the present 
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time apparently are having some differences on that. 

MR, TILLEY: They have some differences of 
opinion, yes. | 

THE CHAIRMAN: They are selling at different 
prices in some cases Now, Bu. any vate. 

WA. 2. LLLEY: Yes. 

THE CHAIRMAN; Then, I believe that is all 
we have to ask. Thank you very much for coming here. 

We will now adjourn until tomorrow morning 


CO ahGe (aMeelaelsd ae 


_.. Whereupon the hearing adjourned Unive Gis 


following day, Tuesday, September 14, 1954 at 10 a.m. 


--~ Page 3450 follows. 
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RESTRICTIVE TRADE PRACTICES COMMISSION. 


IN THE MATTER OF 
oi eee pbyale gu ibn gsts 


Regarding Loss-Leader Selling. 
SHO 


Hearing held (in public) in the Supreme Court 


Building, Ottawa, Tuesday, September 14th, 1954. 


AG 


PRESENT: 
Cc. Rhodes Smith, CeCe MA eid Be B.C i, 

Chairman, 
Guy Favreau,@.C.,B.A.,LL.B., 

Member. 
A.S. Whiteley,B.A.,M.A., 

Member. 


SHO 


APPEARANCES: 


Mr, N.W. Wickwire,Q.C., 
Counsel to the Commission 
Mr, Paul Gerin-Lajoie 


Mr. R.M. Davidson, Secretary to the Commission 

Mr, L.A. Skeoch Senior Economic Adviser to 
the Director of Investigation 
and Research. 


ihn 


REPRESENTATIONS: 


The Retail Merchants Association of Canada, aC. 
Represented by: 
Irving Keith,Q.c. (Counsel) 
Davia A. Gilbert, President of the Association 
F.A.B. Rands, National Secretary 
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THE CHAIRMAN: The hearing this 
morning, I understand, is to commence with a 
brief presented on behalf of the Retail Merchants 
Association of Canada. I believe Mr. Keith is 
here to present the brief. Is there anyone 
associated with you in the presentation of the 
brief, Mr. Keith? 

MR. KEITH: Yes, Mr. David Gilbert, 
President of the Retail Merchants Association of 
Canada, and Mr, Arnold Rands, Secretary of the 
Association, 

THE CHAIRMAN; Then you may proceed, 
Mr. Keith. 

MR. KEITH: Mr. Chairman and Gentlemen, 
may I say the following: 


It would appear from numerous presenta- 


tions made to this Commission that the popular 


practice is for the party making @ presenta- 
tion to establish some arbitrary definition 
or definitions--and argue his case on this 
basis. 

Many of the briefs submitted have been 
excellent pieces of logic and reasoning-- 
provided the basic definitions were accepted 
as valid. 

Another practice which seems to ee 
found favor, particularly with chain store 


operators, is to set up boogy men and punch 
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holes in them. Tear them to pieces! It 
makes for spectacular entertainment, and 
since these straw men are not real, no harm 
is done unless one's attention is distracted 
by the performance, 

The fact is that there are real problems 
in the retail field--and that they do require 
serious consideration and attention. There 
is no use trying to establish theoretical 
definitions of such terms as "loss leaders", 
"mark-ups", "gross profits" and so forth. 

No two persons agree on the meaning of 
these terms - and certainly no two accountants 
or lawyers ever will. Nor is it necessary to 
go into detailed definitions, as long as 
everyone understands what is being discussed. 

There is no doubt that there is an 
economic war in progress in the grocery, drug, 
hardware and appliance fields in Canada. No 
amount of defining, smoke screening and straw- 
man punching can alter tis tock. 

And we might as well be frank and admit 
that the big-fellows are trying to gobble up 
the little ones. This is a part of life 
itself. It goes on in the sea as well as on 
land, in public life as well as in private. 
The survival of the fittest is the law of 


business as well as of the jungle. 
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Ana there is no use of anyone thinking 
hatte Will Stop - oF that it can be stopped. 
30 there is no use of us considering the 
theoretical questions of whether it is good 
or bad, or right or wrong. The fact is that 
it has gone on since the beginning of time 
and will undoubtedly continue until the end 
oT tulme, 

THE CHAIRMAN: I gather that what you 
intend to convey, in these last two or three 
paragraphs, is that these are inevitable economic 
processes, and that the enactment of laws will 
not be effective in overcoming them? 

MR. KEITH: I think that is true, Then, 
to, continus: 

And since we are being frank about 
natural phenomena, let us be equally frank 
when we hear the big chain stores singing 
their own praises and asserting that they 
are motivated by altruism, by the spirit of 
self-sacrifice and the desire to serve the 
public good. Let us rather go all the way 
with our honesty and frankly recognize the 
fact that they are in business for one 
purpose, and one purpose only, namely to 
make money and to pay dividends to their 
stock holders. They are just as selfish, 


and just as interested in their own 
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purposes as the little independent grocer 
on the corner who is making 4 Lave. Or 
himself and his family and trying to pay 
for a car and buy a T.V. set. 

When we get down to this hard bed of 
fact we have a foundation upon which to 
stand while taking a look around EOS CIS, 
what is actually going on. 

30 let us continue to keep our feet 
firmly planted on this solid foundation. 
This Commission has been asked to make a 
survey of trade practices and in particular 
of loss-leader selling. 

Obviously there is such 4 thing. as 
"loss-leader selling", otherwise what are 
we all doing here? 

Without theorizing and without making 
up arbitrary definitions, we suggest that 
the practical and realistic approach be 
taken. Let us inquire into the purposes 
4t is intended to achieve, and what problems 
it creates. We learn much more about a 
thing by studying its effects than by 
theorizing about its nature. 

Well, we started by being frank, let us 
continue that way. We can begin by saying 
that the organization employing loss-leader 


selling does so with the cold-blooded and 
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practical purpose of gaining advantage 

for itself. We can wash out, once and for 
all, any suggestion of altruism or a desire 
for the good and welfare of the human race. 
Ana furthermore, I suggest to the members 
of this Sommission, that they examine very 
carefully and critically any argument sub- 
mitted to them which is accompanied DY, 
bolstered up by, or explained by an alleged 
desire to be public benefactors. Because, 
such an approach is eye-wash and poppy-cock 
and used to deceive and conceal other and 
real motives. 

Loss-leading is definitely intended to 
bring advantage to the organization employ- 
tne ity Too is used for this purpose, end it 
has no other purpose, 

What defence has been advanced for th 
practice? A very clever one ! 

Since efficiency, initiative, cleenli- 
ness, modernization, astuteness, and other 
excellent human qualities also give their 
possessors and practitioners advantages 
over competitors, so it has been said, why 
should private retailers object to them. 

Of course, private retailers do not 
object to them. This is a piece of sophistry 


of the rankest kind. And furthermore, the 
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suggestion that the big stores are the sole 
possessors and practicers of these virtues 
is sheer nonsense, 

Our first task today is to make clear, 
on behalf of--- 

I have left out the word "all" which appears in 
the printing of the brief, because ib Lo. pointed 
out to me that all the merchants are not members 
of the Association, We would like them all to 
be, but we might as well atick with the. facts. 
To repeat: 

Our first task today is to make clear, 
on behalf of the Retail Merchants of Canada, 
that they are not in any way suggesting to 
this Commission, or to the Government of 
Canada, that legislation be drafted to 
eliminate or reduce any of the advantages 
which derive from individual initiative, 
ingenuity, efficiency o2 astuteness eitner 
in voy ing om selling, on. from the employ- 
ment of new, better and cheaper methods of 
handling and distributing goods or 
merchandise. 

Of all the people in our great country 
who are completely sold on the benefits of 
competition and the adantages of individual 
initiative, the independent retail merchants 


lead the list. These things are of the 
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essence of their very existence. The very 
fact that they are independent merchants is the 
clearest indication of how they think, They 
run their own businesses. They do not work 

in government offices, or as clerks rowel stzieh g 
stores and department stores, or are they 
employed in one or other of the country's 

large financial institutions. 

Furthermore they resent very much the 
implications that have been made by several 
who have appeared before this Commission 
that chain stores are the sole defenders, 
protectors and guarantors of freedom of 
competition in Canada. This suet is not so, 

I have the privilege and honor of 
knowing intimately many scores of retailers 
all across Canada, and I can say without 
hesitation that independence of thought and 
action and the desire to be free of restric- 
tions, interferences, laws and regulations 
in their business affairs, is the character- 
Yetic of aLlijor them. 

It is not the desire of the Retail 
Merchants to eliminate competition, or to 
take away the advantages of initiative, 
modernization or large scale buying. But 
the independent retail merchant does object 


to loss-leader selling, which is a totally 
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different thing. 

Indeed it is the very opposite to free 
competition, because the ultimate purpose of 
loss-leader selling is to eliminate (or at 
least substantially reduce) competition, 
and so to create the very conditions which 
do not permit individual initiative and 
astuteness to operate and flourish, 

And I suggest that it is the knowledge 
that this is the case that led our govern- 
ment (in common with governments in other 
countries) to inquire into this practice. 
And I will go even further and say, that 
the Government of Canada, and the vast 
majority of the people of Canada, look with 
alarm upon anything which is intended to 
produce a concentration of wealth or power 
in the hands of a few, or to eliminate 
competition and destroy private enterprise 
in the true sense of the word. 

Because, Mr. Chairman and gentlemen, 
there is no doubt that the world today is 
witnessing a pitch battle between the 
power of wealth on the one side and the 
power of numbers on the other, This is: but 
one phase of that struggle. The unfortunate 
thing is--the alarming thing is--that the 


really important things are being destroyed 
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or damaged in the heat of battle, 

This ts the tragedy of all war: economic, 
political, religious or social. The innocent 
by-standers are the ones who get hurt. The 
principles involved are usually forgotten by 
poth sides, or remembered only by lip service. 
It is the knowledge that these things are 80 
that has led to this inquiry. 

But let us not deceive ourselves as to 
who are the contenders, or what is the true 
nature of the fight or the kind of weapons 
being used, Those who are interested in 
gaining control of the retail trade of this 
country are not fools, The mere fact that 
instances of loss-leader selling have been 
negligible right from the time that this 
Commission was pains considered and set up, 
and ever since it has been sitting, does 
not mean that there has been a change of 
heart or of tactics on the part of some Oba 
the chain, department, mail order, or dis- 
count organizations operating in Canada. 

Not in the slightest. It merely shows appre- 
ciation on their part of the StuLtude ol 

the general public towards these practices, 
and the good sense not to arouse animosity 
and opposition during a time when it would 


be the most dangerous and detrimental to 
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their long range plans. 

But when this inquiry is over, when 
everything has quieted down and your report 
has been completed, I venture to predict that 
the war will break out in real earnest, as 
1t is “now facing to the rseouth or us’, “unless 
effective steps are taken to prevent it. 

Why should loss-leading be outlawed? 
Well this question has been answered by @ 
good many persons and organizations who 
have appeared before this Commission, 
Briefly, because it is a weapon which des- 
troys real competition and ultimately con- 
centrates wealth and power into a few hands - 
which we in Canada are agreed is a dangerous 
thing. 

the 

Right away I can hear/other side call- 
ing out, "What do you mean by loss-leaders?" 

In reply, and I can only repeat, that 
I do not see anything to be gained by getting 
involved in a tangle of terms and definitions. 
We all know that loss+leading means selling 
below cost, 

And again I hear the call - "What do you 
mean by cost?" Well, I think the State of 
California has defined this term in as 
simple and straightforward a way as possible. 


"Cost applied to distribution means the 
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invoice or replacement cost which- 

ever is the lower, of the article 

or product to the vendor or to the 

distributor and vendor, plus the 

cost of doing business by the 

distributor and vendor, and in the 

absence of proof of cost of doing 
business a mark-up of 6% on such 
invoice or replacement cost shall be 
prima facie proof of such cost of 
doing business." 

I am not suggesting that six per cent 

should be contained in legislation in Canada. 
But I mean their approach to the problem--the 
lowest purchase cost, or replacement cost, plus 
the cost of doing business, is his cost, Then, 
to continue: 

It is our suggestion that whenever 2 
product is sold below cost it should be 
considered as a loss leader, and the firm, 
organization or individual who so Sethe 
should be deemed to be guilty of an offence, 

Of course there are circumstances in 
which merchandise must be sacrificed, and no 
one suggests for a moment that a penalty should 
be involved in such occasions, However, we 
do suggest that for the purpose of enforce- 


ment, it should rest with the firm, 
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organization or individual who has sold below 
cost, if a charge is laid, to explain to the 
satisfaction of the magistrate or judge 
before whom the complaint is brought what the 
circumstances were, and to show that it was 
not done with the intention of injuring 
competitors or reducing competition, If 

this were provided, I am sure that charges 
would not be laid unless there had been a 
real violation of the spirit as well as the 
wording of the Act. On the other hand the 
almost impossible burden of proving "intent" 
on the part of the offending party would be 
avoided, 

We are sure that merchants, and the 
public in general, would be satisfied to 
allow the magistrate or judges to exercise 
a discretion as to proof to their satisfac- 
tion that the intention behind the act was 
not to reduce and restrict competition and 
to injure competitors, 

We say this because we feel that we 
must all agree that it is the intention 
and purpose behind the practice which is 
the essence of the offence, It would also 
perhaps be proper to assume that it would 
take more than one instance to constitute 


an offence, Certainly a single and isolated 
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incident of a sale below cost should not 
be considered loss-leader selling in any 
sense of the word. 

The things which are sought to be 
avoided by this suggested legislation them- 
selves point to the nature of the offence, 
This Commission has already had many examples 
to illustrate the detrimental results of 
loss-leader selling. 

On page 25 of the Report prepared by 
Mr. T. D. MacDonald, and dealing with the 
"pread question", the following is quoted: 

"Such a 'loss-leader' practice may 

result in the loss of goodwill for the 

product by the retail trade and eventu- 
ally the consumer may find it difficult 
or impossible to purchase the bread in 

a large number of retail outlets.” 
and on page 26: 

"The use of 'tloss-leader! practice 

does tend to concentrate merchandising 

in fewer hands and it also tends to 

reduce the quality of goods available 
for the public by the simple process 

of destroying the only measure of 

UE): lp rier 

And the excellent material presented by 


the Consumers Association on page 64; 
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"The particular form of 'loss~leader' 
practice that seems to us to be immoral 
and to be against the public interest 
is that whereby a financially stronger 
competitor sells at a loss as a means 
of putting a weaker competitor out of 
business, 

"All means of eliminating competition, 
except those of offering better service 
or superior goods, are against the best 
interest of the consumer, and hence of 
the public, Any 'loss-leader' practice 
which creates small monopolies in the 
local trade concerned, and which reduces 
public freedom of choice, thus exposing 
the public to monopoly prices, should 
be curtailed, 

"Wwe feel that any cut-price carried on 
long enough, and at a low enough level 
to make competition impossible for shops, 
etc, with lesser financial assets, 
represents the type of 'loss-leader' 
practice Canada should ban. This should 
not include lowering of regular prices 
of special articles obtained at special 
rates by means of larger orders or 
greater volume of sales; nor should it 
include the normal savings to be 


gained from lower overhead or great 
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sales volume as in chain or department 

stores, in family businesses or otherwise 

low-expense enterprises, These repre- 
sent legitimate merchandising methods 
that operate to the good of the ee 
and are a challenge to the businesses 

Concerned . 

"Any prolonged or systematic price-cutting, 
where reasonable profits are foregone 
without very adequate reasons for such 
behaviour, should be suspect, however, 
and could be considered an attempt to 
create a monopoly in the district in 
which? it ‘occurs, “This™monopoly “is = 
form of restraint of trade and should 
be deemed an unfair practice,” 

That is the submission of the Consumers 

Association, Mr. Chairman, Then, to continue; 

I would also refer to the brief submitted 
by the Canadian General Electric Co. which 
gives several examples of what happens where 
an article is used by a retail outlet as a 
loss-leader; Practically all other sales of 
that article in that area cease. The total 
volume of sales does not increase but in most 
instances it decreases, For example the 


figures on page 16 showing comparisons of 
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sales. in B.C... and Alberta ofthe C,.G.E. ; 
Iron, Kettle and Polisher, 

One cannot but conclude that everyone 
loses in a practice of this kind except the 
financially strong outlet which eventually 
puts all its competitors out of the field 
entirely. 

Of course, the loss-leader seller 
answers this in the same words as the 
elephant who was dancing among the chickens, 
"Rvery man for himself." 

This attitude is well expressed in a 
statement contained on page 27 of Mr. 
MacDonald's report, 

"TF the merchant chooses to give away 
certain merchandise why should the 
government intervene? His competitor 
may not like it, but the consumer 
penefits, even if temporarily." 

The chickens benefit ae for a short 
time. They have a nice, friendly, sociable 
dance with an energetic elephant partner. 
The catch comes in the last three words - 
"even if temporarily." 

The important thing is to take the 
long range view. What is the long term 
objective and how can it be achieved? 


T have already suggested that this 
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problem is only a part of a much larger one, 
a single phase of a gigantic struggle which 
is in progress all over the world. This 
struggle is between the power of numbers on 
one hand and the power of wealth on the 
other. The danger is that freedom Will be 
crushed in between the opposing forces. 

For the people of this country freedom 
of choice and initiative are more important 
than victory for either side. That is why, 
gentlemen, I think we are all here today. 

To look into this matter and to see if 
freedom can be preserved and what can be 
done to preserve it. 

Well, first of all we suggest that you 
analyze the nature of this struggle. 
Certain large organizations, armed with the 
tremendous power of their financial resources, 
are in a position to use this strength to 
sell select articles of trade below cost, 
and thus to make it impossible for smaller 
competitors to carry on, No one Aone ve 
enough to misunderstand the purpose behind 
it, It is intended to destroy and eliminate 
competition, In the end two or three giants 
may struggle among themselves for supremacy 
and survival, and as the business man quoted 


by Mr, MacDonald on page 27 of his book says, 
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"temporarily the masses may benefit." 

But what comes oe and what will 
be destroyed and what will be lost in the 
struggle? 

Gentlemen, I will tell you what will 
be destroyed - our Canadian way of life: 
Freedom of choice, individual dignity, 
private Ries all the things we 
consider important and which make life in 
this country worth while. 

Tt 25, not6 cuestion oF ects 
mail order and self-serve methods of 
merchandising versus so called old-fashioned 
"nersonalized" selling, This is the inter- 
pretation which certain business interests 
would have you place upon it. This is the 
conclusion to which they hope you will come. 

We can tell you right here and now that 
it is not so, The Retail Merchants of Canada 
do not fear, or attack these sales methods, 
They believe, and daily prove, all across 
Canada that automatic selling methods 
cannot eliminate salesmanship and persona-— 
lized selling and servicing. The most 
successful independent stores operate side 
by side with chain stores, Their owners 
and proprietors make a good living - in 


fact, in many cases a better living than 
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before the chain stores opened, No, 
gentlemen, our merchants are prepared to 
compete on the basis of service and sales- 
manship any day and every day of the week 
with the large chain, department, mail 
order and discount houses, This fact is 
substantiated by the figures of the 
Department of Statistics. I would like to 
refer the Commission to the reports of this 
Federal Department analyzing the operating 
and financial structures of The Independent 
Food Stores, Chain Stores, Hardware and 
Appliance Stores and Drug Stores for the 
years 1950 to 1952. 

I will file them, although they are no 
doubt available to you. These are various 
analyses of these types of operation, showing the 
moneys invested by various organizations and 
individuals, and the total sales and operating 
sare and profits, net profits, taxes and every- 
thing, for the independent retail food stores, 
operating food chain stores, operating independent 
drug stores, hardware, furniture and appliances 
stores, and miscellaneous chain stores, which 
brings in furniture, and so on, 

_ THE CHAIRMAN; You wish to file these? 
They can be marked as exhibits, Perhaps we had better 


have them identified now. 
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MR, KEITH: I may have to refer 
to them when you are asking me some questions 
later on. I could hand them to the Secretary 
later, 

THE CHAIRMAN: Yes. However, we could 
mark them now, and hand them right back to you, 
so far ag that is concerned, Do you remember, 
Mr, Davidson, what the last number was? 

MR. DAVIDSON: Mr. Chairman, we did 
not have any in Ottawa, 

THE CHAIRMAN: Then, these will be the 
first exhibits filed during the final hearings, 
here in Ottawa. We will mark them with the 
initial letters OF--the "0" for Ottawa, and the 
PRE Cr Ow ira ne. 


EXHIBIT No, OF-1: Operating Results 
of miscellaneous chain stores, 


LOnI 


EXHIBIT No, OF-2: Operating Results 
anad financial structure of 
retail hardware, furniture, 
appliances and radio stores, 


152 


EXHIBIT NO, OF-3: Operating Results 
and financial structure, 
independent drug stores, 
1952 


EXHIBIT NO, OF-4: Operating Results 
Or chain food stores, 1951. 


EXHIBIT NO. OF-5: Operating Results 
an nancial structure, 
retail food. stores, 1952 
(independent). 
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THR CHAIRMAN: Mr. Keith, you may be 
wishing to refer to these? 

MR. KEITH: Unless the members of the 
Commission wish to ask me questions, I will not, 
particularly. 

THE CHATRMAN: We will keep them here, 
anyway. If they are required, they Wal be 
available. 

MR. KEITH: I presume there is no doubt 
about it that these statistics are made up from 
the figures supplied to the Department by these 
various organizations, showing their operating 
expenses and, by the way, these are the last years 
that they had. Apparently it takes them about 
that length of time to get this material into 
printable form, That is the reason some are Lor 
1950 and others for 1951, and others ror "[oS2 < 
However, they are the latest information available, 
Then, to continue; 

The operating expenses of the Food Chains 
varied from 12.6% to 15.54% of sales with an 
average of 12.67% over all types. 

For this same period the national average 
for independent stores, handling the same 
lines of merchandise, varied from a low of 
10.48% to a high of 10.85%. 

That is almost 2% below the cost of opera- 


tion of the chain stores. Some suggestion was made 
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to this Commission in some of the briefs that 

the chain operations effected great savings which, 
in turn, were passed on to the consumer, the cus- 
tomer, 

Well, Mr. Chairman end Gentlemen, you 
cannot pass on something that you do not have. 
There is no saving in chain operations. In fact, 
4t is a more expensive type of operation than the 
individually owned and operated store. This, of 
course, is not to be wondered at, when one con- 
siders all the facts. The man who owns his own 
store, and is there personally and supervises it, 
and keeps his eye on things, is bound to keep 
expenses down below what 4 paid employee would do. 
That is of course the limit that there always is 
on the side of any organization,--not just a 
merchandising organization--as it becomes unwieldy 
and more expensive to operate. Because, necessarily, 
more and more of its activities are carried on by 
more and more employees, with more and more possi- 
bility of inefficiency and waste involved. 

However, the point I wish to make, and 
which these figures show, is that the consumer does 
not gain any benefit from the chain type of opera- 
tion in overhead cost savings, because the overhead 
cost is higher in that type of operation, 

MR, WHITELEY: Are the figures you use 
here on the same basis for different types of 


organizations? 
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MR, KEITH: They are on the same basis, 
yes. The Government statistics indicate the type 
of merchandise being sold. 

MR. WHITELEY; But I was referring more 
to the nature of the operation--food chains, for 
example, have operations extending all the way 
from the central warehouse they carry on, right 
down to the individual unit store. Do the figures 
you use embrace their total scale of operations? 

MR, KEITH: I only know what the 
Government have put out there, and indicate what 
expenses are included in it. They do not include 
the cost of the merchandise. These costs are 
purely as set out there--wages, bieht, heat, 
taxes, and so on. 

MR, WHITELEY; Do you inelude the cost 
of the central warehouse? 

MR, KEITH: I don't think so; that 
would be in the cost of the article charged to 
the retail outlet. 

MR. WHITELEY: Have you examined these 
figures to see whether they are on the same basis 
or not? 

MR, KEITH: The same items of expense 
are set out in both of them, 

MR, FAVREAU; But you are asking 
whether the cost to the food chains includes 


warehousing, also. 
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aS Mr. Keith 

MR, WHITELEY: Yes, 

THR CHAIRMAN: That is, whether the 
operating costs of chain stores include everything 
from the acquisition--- 

MR. KEITH: I would not think so, 

THE CHAIRMAN: ---by the central organiza- 
tion, to the disposition in the retail unit, 

MR. KEITH: I would not think so. I take 
it that these figures show the rent of the store, 
the taxes on the store, the light, the heat, the 
salary of the employees--all that type of thing. 

THE CHAIRMAN: That is, you have not 
examined them, 

MR. KEITH: well, I can read off the RSE i 

THE CHAIRMAN: You are under the impres- 
sion that these figures eliminate the wholesale 
function that is done by tre chain store? 

MR, KEITH: I think there is nothing to 
indicate that that would be included in it. 

MR. WICKWIRE: Perhaps I can be of 
assistance to Mr, Keith and to the Commission on 
this point. My understanding is that, so far as 
the chain is concerned, the figures cover both the 
wholesale and the retail operation of the chain, 
and that they also include all salaries of chain 
store operations. Whereas, in the case of inde- 
pendents, no salaries are included in the figures. 

THE CHAIRMAN: The salaries are only 


included in the case of corporations? 
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MR. WICKWIRE; That is right. 

MR. KEITH: I think that is probably 
correct, that it includes employees' salaries, 
That would probably not include owners! salaries. 
But the other item appears to be similar. The 
chain breaks it down into executive salaries and 
other employees, occupancy, heat, taxes, licences, 
insurance, repairs and maintenance, depreciation, 
supplies, advertising, communications, delivery, 
bad debts, and other expenses, and small miscel- 
laneous items. That apparently is brought in 
here--except that there is no keading for 
executive salaries. But I do not think that 
that has any significance to the consumer. If the 
executive of the chain store tekes their salaries 
out and includes them in the expenses, then they 
would have to put that item back into the proritcs. 
And, so far as the consumer is concerned, I do 
not think it matters greatly to him on what the 
chain spends its money, or how its auditors make 
1p the hooks, or what they inclvje in the expenses, 
It is paid, It is gone. The amount of thet item 
comes out of the goods that are sold. It does 
not come out of heaven, or any imaginary place. 

MR, WHITELEY: That may be true; but if 
you have already got that in your figure for the 
chain stores, the proprietor of the independent 


store also gets his living out of the store, and. 
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you have not got his expenses in there, 

MR, KEITH: I am coming to that, His 
profits average 4.05 per cent, as shown in there, 
whereas according to the reports on the operations 
of the chain stores, even taking out these execu- 
tive salaries out of the expenses account ,--leaving 
them out--it comes to around 3 per cent. So that 
if you add the cost of doing business, pius profits 
in both cases, you still get a 1 per cent advantese 
in favour of the independent operation. 

MR, FAVREAU: You have a cifference of 
So. 

MR, KEITH: The point I make is that 
there is no differential there to hand on mop els 
customer, as has been suggestea to this Commission. 
You cannot hand on something that is Note LHers.. 

MR, WHITELEY: Well, the figures you are 
giving us are not on the same basis} “You have, “In 
the case of the chain stores, their central ware- 
house operations and their retail operations; and 
tn the case cf the tndependent store you have only 
the retail operations. 

MR, KEITH: I do not know any other way 
4¢ can be broken down. You have their expences, 
including executive salaries, plus prorite ,. =20U 
have the same on the independent side, You have 
the expenses of their way of doing business, plus 


profits, which includes owners! saieries, or 
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executive salaries. And the independent operation 
is still less expensive--a less expensive form of 
operation. 

MR, WHITELEY: But you have not shown 
anything as to what the expenses are for the same 
operation, In other words, what you are comparing 
is, I presume, that the larger chain stores buy 
direct from the manufacturer. 

THE CHAIRMAN: In the main, 

MR, KEITH: I presume that they do, in 
most cases. 

MR. WHITELEY: Taking goods into a 
central warehouse, and distributing them. 

MR, KEITH: I presume they do. 

MR. WHITELEY: But very few of your 
retail operators would buy in that manner, would 
they? 

MR, KEITH: well, I am not dealing with 
the whole merchandising process, I am only dealing 
with what the retail merchant does, and the service 
he provides, and the cost that goes into that 
service, 

MR. WICKWIRE: I do not wish to interrupt 
my learned friend Mr. Keith, but with respect to 
the operating results of chain food stores for 
1949, published by the Dominion Bureau of Stapistics, 
at page J-8, there is this note: 


Comparison of head office and warehouse 
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expenses, and store expense. A sufficiently 
large number of firms in the largest size 
group reported a breakdown of expense to 
permit separate tabulation of expenses for 
stores and for warehouses, including head 
office. Store expenses formed approximately 
74 per cent of the total operating expenses, 
with the remainder attributed to head office 
and warehouse. Salaries paid to store 
employees formed two-thirds of the store 
expense, but salaries to head office and ware- 
house were only half of the total head oriice 
and warehouse expenses. 
That might help to clarify this point. 
THR CHAIRMAN: The point Mr, Whiteley was 
wanting to get cleared up was whether these state- 
ments do not really compare figures with respect 
to the independent retailers which have to do with 
the retail operations only, whereas the figures 
with regard to the chain stores--operating costs-- 
show the total amount for wholesale and retail, 
and therefore are not comparable. Mr. Whiteley 
would like to have that point cleared up. 
MR. KEITH: Well, I do not know of any way 
in which I can preak that down, And also, I do not 
know what percentage of their business on which 
they do their own distributing, or how that com- 


pares with the average independent retailer. 
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MR. FAVREAU: But surely if you add 
12.6 percent over and above the manufacturer's 
price--- 

MR, KEITH: That is right. 

MR. FAVREAU: ---it might still leave 
you with a laid down cost which would be lower 
than the added 10 per cent to the wholesale DeiCe . 

MR, KEITH; It might. 

MR, FAVREAU: And it might not. 

MR. KEITH: I don't know. 

MR, FAVREAU: Because I think we were 
told that the average wholesaling function in 
chain stores was about 2 per cent, 

MR, KEITH: I do not know how I can get 
any breakdown of those figures from the chains. 

MR, WHITELFY: The only point I 
suggest is that if you are attempting to base your 
argument on the straight differences between 
these figures, then I do not think fos soundly 
based. 

MR, KEITH: I am only saying that the 
retailer's overhead cost, the cost of running his 
store and paying his employees and paying for his 
light, taxes, keeping the place clean, and so on 
and so on, are, according to these PLsUres , DO 
higher and perhaps a little less than the chain 
operations, 


THE CHAIRMAN: But the figures do not 
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prove that, conclusively, unless they are made on 
the same basis for the two different types oF 
operations, and cover the same items. 

MR, KEITH: I imagine that they do. 

THE CHAIRMAN: If one percentage figure 
for cost covers wholesale and retail, and the 
other covers only retail, then they are not on the 
same basis, And, in addition, if in regard to 
the independent stores the percentage shown for 
cost does not include salaries for the working 
proprietor, there is still a greater variation. 

MR, KEITH: But that is included in the 
prof ite which! braddriim. 

THE CHAIRMAN: But we are looking at 
the operating expenses. 

MR, KEITH: That is right, plus profit. 
In both cases it would include the executive's 
take, out of the operation. 

THE CHAIRMAN: But, at the moment on this 
page, we are referring simply to the operating 
expenses. 

MR. KEITH: That is right. And, having 
finished that, I started in just to point out the 
profit--that there was a higher profit to the 
individual operation than to the chain operation, 
which your associate said was accounted for by 
the fact that the owner's salary was in that profit ; 


whereas, the executive's expenses in the chain store 
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were in the operating cost. 

THE CHAIRMAN: In order to get an 
exactly comparable figure, you would have to 
segregate the items as between the two different 
types of operations, 

MR. KEITH: I thought they were the 
same figures. The headings looked the same to 
me in both items. I do not know if there is any 
valid distinction between wholesaling and retailing, 
anyway. Both figures add up to the 100 per cent of 
the article. 

MR. WHITELEY: It is like a contract; 
you must read the fine print. 

THE CHAIRMAN: I think that is about as 
far as we can explore that point, at the moment. 

MR. KEITH: My contention was that 
there is no great saving in operating costs to be 
passed on to the customer. 

Then, to continue with the brief: 

The same situation prevails in the 
furniture field. In 1950 independent furni- 
ture stores operated in Canada with an overall 
operating expense of 18.35 per cent and in 
1952 of 19.47 per cent while in 1951 the chain 
furniture stores had an overall operating 
expense amounting to ay 22 pen cent of sales. 

The same situation prevails in other 


lines, 
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In other words the claim that a chain 
type of operation reduces operating Costs , 
which saving is in turn handed over or passed 
on to the consumer, is just not so, The 
operating cost of this type of set-up is 
higher, and there is no saving to pass on, 
from this factor, to the customer, 

No, gentlemen, we repeat that on the 
pasis of efficiency, sales and service the 
Independent Retail Merchant can and does 
compete successfully every day of the week 
with the larger operators. 

What they cannot compete against - is 
the power of dollars, used as a bludgeon to 
destroy them one-by-one. 

Not only do the vast resources of these 
financial giants enable them to absorb losses, 
but since they have numerous outlets, the 
loss in individual centers, or even in whole 
provinces, can be buried in an overall profit. 
And like the small countries of Europe and 
Asia, when the big ones start to move, the 
small merchants can be destroyed one-by-one, 
having little or no means of presenting a 
united or co-ordinated front. 

Every individual is a consumer, The 
grocer is a consumer for the appliance supplier 


and vice versa. Perhaps it is for this reason 
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that they are all interested in serving the 
consumer's best interest, since they are 
their own. Conversely that is why large 
trading organizations have no interest in 
this angle, as they are not consumers. It 
is, therefore, all the more important to 
question their propaganda when they hold 
themselves out a8 champions of the consumer, 
and as being opposed to fair-trade practice 
legislation on the ground that it is detri- 
mental to the interests of consumers, 

These organizations are as interested in 
the consumers welfare as the wolf is in the 
health and welfare of the sheep. 

Anti-loss-leader legislation would not 
be detrimental in any way to the consumers!’ 
interest, From the long range viewpoint, 
real bargains come to the consuming public 
only through new inventions, better me thods 
of production and distribution, mass produc- 
tion and the other factors which enter into 
the cost of manufacture and distribution of 
goods. It stands to reason that by reducing 
these alone can we reduce the cost to the 
consumer, Tricks, give-aways, loss-leading 
and similar devices do not, and cannot, affect 
the basic cost of manufacture, packaging, 


transportation and distribution. Real 
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Real technological advances and inventions 

are the only way of reducing costs in the 

long run, Give-aways, loss-leaders and 

tricks at best bring temporary bargains to 

a relatively few people in widely separated 
areas, Furthermore, they do it at the 

expense of other retailers, and if continued 
and used as a weapon of economic warfare, 

to their ultimate elimination and destruction. 
Not only that, but country customers, located 
far from the centers where these devicos 

are being used, get no benefit from them at 
all, and pay out of line with fellow Canadians 
for the same articles. 

There is one point which has been dis- 
cussed on a number of occasions and that is 
the question of who, or what types of mer- 
chandisers, are responsible for "loss-leader" 
selling. Numbers of charges and counter- 
charges and denials have been made. 

We do not think that it matters a great 
deal who starts it or where. The important 
thing is how to get it stopped once it breaks 
out, 

In the July 31st issue of the Saturday 
Evening Post there appeared a short poem 


entitled "Canine Chorus": 





~ fi 
‘eat: tsa Ban 6 
ad a at, steoay 























Taye vm < 
; _ bees e ete robaot-Hhok eye 


ie 


: a 
i 1 gi adgnod erenogied pote 
? hed BY. ates. Riobky rk siqoey Riad tlovitiat 
att ds ttuoh gat <i aot 


. . aie 
st . ’ i AN Pad i a7 


Rae = gel) fa Ot apeciee ‘to Sereqxe 
; ; bs as 7 i. ae he M 2 c 





to moginw 2 8B bay baa” 


i 


‘ , MOLT oie iit rob hate noni fait To easily ty ated? o¢ 





7 rend? seo YEtRiG Jud” suis ela, ton 
, — wind eh, aed ct 7 
‘= o4 Vern eee 





7 en tah > 3 } 
- fOnlvyeb se'ait = cert CSOUNSD GAs moOcT rat 
: ica - 
‘ 4 Tie ais he Ae 
ermel A obeseeth + We nn ee nl! act Y f - 
iad? soxt gftered on. ten Heer: sated ats. 
\ 7 
ues + ee Hii y ‘4 a 
a rs —— . ° ah i 7 r sul ah Gin ~~. . ~~ i x ee 4 
; S18. DATRO WOTTSY Wty Ol Yo J00 yao Bre  ifa, 
+ ra & c - & 
+ at 1 Of sera aise: eet J ent P 
- ~ j é 
~ m Gia &, “ + hve 
1 [hb oeed eal-datdw gntlow aad eb e<eift 
bx¢ : 


7 ok Gadd Soa esokasoon to. rede. 6 na’ Fae ely 
. as : oh igs ote vey an oils aD ay) lade ~ 
‘Mla ww | ae dha a o * o wad V 0 ne ae Ss VV ‘h lo rs 


- “ey 


: “iTeheal-meoll sot efflenegesd eae .enektiaarto 


| = Bs x fe ‘ ; . 
‘ wit ts Tere 5 Tats E eay ee eta saalifee : 


are re o roa rag ee . ‘ 
9 r 7 a? vabee coe he 5 = ’ i Sy ait @ I rom Le if Py Fh J aes 3 & WAL O 
i We he ' Rise 
7 . aa : 8 es re Pie ag ise : eee ; ee > tes : rf + y 
924 we rad Sir oF ats ha he FOr | PO By 


a ‘ a 
ioe Ry ba ise ics me stk 
a 


O wt SS eecey: yer ates ache oil Lae: 7, 





i co astas ‘ q 2 ‘ f 7 7 fe 
ia SE wane Deqqose Fk fem of wom atosatts 


7 oe ; Z yeti ? = : 1 iy ! 
at : Y VES s $4 ‘ele Ly peoas a a lad & ec} 
> Dean OOF y m 

F mae =| arate rs f ‘ My‘ ey oun sree a nde 





Es al) Ages ‘"bamidoténbako Beisttee 
> of : a 4 7 





 -3485- Mr. Keith 


At night, when 4 
neighborhood canine 

starts barking, I note with 
chagrin 

That often, with little delay, 
nine 


Or ten of his fellows join in. 


The number of barkers keeps 
growing 

Till dogs are complaining for 
squares, 

With only the first barker 
knowing 

What started this state of 


affairs. 


And when the first dog should 
be finished, 

When cause for alarm 
disappears, 

His barking goes on 
undiminished, 

Because of the barking he 


hears. 


In order to reach a practical gone lusion, 
I am submitting for your consideration a4 


draft amendment to the Criminal Code of Canada, 
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which has the effect of outlawing the 
practice of loss-leader selling. If this 
practice is not being carried on in Canada 
today (as some people who have appeared 
before you have alleged) then no harm Wad L 
result from its enactment, since there 
would be no infringement of it, On the 
other hand, it would be, at the very least, 
insurance against the possibility of harm 
in the future. 

The views of the independent Retail 
Merchants of Canada on this subject are very 
clear and definite, They are unitedly and 
unalterably opposed to it, and they have 
asked me to express their view in the 
strongest possible terms, In their opinion, 
if loss-leader selling is permitted it will 
grow and spread across Canada and Loe Wilt 
mean the end of merchandising as we now 
know it. 

Your decision on this matter will 
determine whether or not our present system, 
based on private ownership and on the 
individual efforts of individual, indepen- 
dent marchants, is obsolete and is to be 
discarded, 

If this is the conclusion which is 


arrived at, then the legitimate operator 
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of a retail outlet should be informed as 
quickly as possible so that he can take 
ahepe co eet oul Cf tne fietd, If the 
battle is to be waged between the tycoons 
and financial giants unchecked and uncon- 
trolled, then the sooner the small merchant 
knows about it the quicker he can govern 
his course away from the battle front. 
It is our belief that the people of 
Canada do not want this situation to develop. 
Tt ts also our opinion that in the long run 
the consumer would suffer from it, But we 
insist that we should be realistic and face 
the facts as they are. 
The answer, gentlemen, rests with you. 
T have drawn up a suggested amendment 
which is attached to the end of the brief. I 
am particularly conscious that it does not 
entirely cover the situation as it should, I 
am referring particularly to the fact which has 
been brought out in some briefs previously, that 
there are certain staple items of food which 
have a rapid turnover, and which almost stand 
in categories of their own, in that they are 
sold apparently at a reduced mark-up which, 
apparently at least, is below the cost of 
doing business, by both independent and chain 


stores, Those are items such as sugar, &ggs 
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in season, butter, shortening and coffee, and 
possibly bread, These are items which turn over 
daily in the stores and which, by tradition I 
would say, bear a low mark-up. 

Now, I think that possibly the amend - 
ment--that there should be an addition to sub- 
paragraph (c) in defining the cost. Perhaps I 
should read the suggested definition, This is 
by way of a substitution for the present section 
498 (C) of the Criminal Code of Canada, and it 
is as follows: 

dive Definitions:- 

(a) Loss leader selling means the 
practice of selling or offer- 
ing for sale any article or 
articles, product or products 
below cost. 

(b) A practice of loss leader 
selling shall be presumed 
where there is proof of two or 
more instances of sales of an 
article or articles, product 
or products below cost by any 
distributor or vendor, 

(c) Cost means the manufaeturer's 
lowest selling list price of 
any article or product to the 


trade ,--- 
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That means that if one of the large chains can 
puy at a reduced price, because of volume, then 
they should have the benefit of that in estimat- 
ing their cost. We are not asking any elimination 
of competition on the basis of mass buying, or 
special buying, or enything Itkeybneb. 206 
legitimate price that a person or an organization 
is buying at should be taken, the lowest cost 
that he can show that that article can and is 
being bought for by himself, or if you wish, by 
others. 

THE CHAIRMAN: The word "list" in 
paragraph (c) might lead to a different interpre- 
tation, Mr. Keith, might it not? 

MR. KEITH: Well, perhaps SE rcould.. 2 
do not think there is any significance a AiG Ne eee 

THE CHAIRMAN: When you refer to the 
"lowest selling list price" you are referring to 
the suggestion that a chain store buying at less 
than that would be something below the sisi price. 

MR. KEITH: ‘The 4nvoice price--it does 
not have to be "list". 

THR CHAIRMAN: You say it does not have 
to be “list"? 

MR, KEITH: "The lowest selling invoice 
price of any article or productL-that would be all 
right, 


THE CHAIRMAN: In effect, it would mean 
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below the acquisition price, 

MR, KEITH: Or the replacement price, 
or it might be the price to somebody else who is 
getting a special discount, If "A" can buy at 
less than "B", and he can go to court and show 
that "B" pought at this price, then he is 
certainly entitled to put that in, in a case of 
this kind--in a prosecution of this kind--as the 
lowest cost, regardless of whom it is to. It 
does not have to be to hin. 

MR, FAVREAU: You would, then, allow 
loss leaders for the purposes of competition? 

MR. KEITH: No, we are here defining 
the cost of the article, as the lowest selling 
price of that article, 

MR, FAVREAU: Yes. 

MR. KEITH: We say: 

(c) Cost means the manufacturer's 
lowest selling list price of any 
article or product to the trade, 
plus taxes and transportation 
charges, plus the distributor's 
or vendor's cost of doing 
pusiness. In the absence of 
proof of the cost of doing 
business such cost shall be prima 
facie the lowest operating cost 


shown by the Dominion Bureau of 
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Statistics! most recent report 
for the type or classification 
of trade involved. 

And then I was going to suggest there 
this addition: 

And, in the case of staple food 
articles or products which have 
a rapid turnover, such as coffee, 
sugar, eggs in season, butter, 
shortening and bread, which 
traditionally carry a low mark- 
up recognized by the trade. 
I think these items have been set forth in other 
briefs, and they constitute what are known really 
as staple food articles, and really occupy 4 
unique position of their own, They have no 
application in the hardware field, or the 
appliances field, or the furniture field or the 
drug field; and they have really no application, 
in one sense, to the rest of the grocery business, 
either. 

The point that struck me--and I suppose, 
not being a merchandiser or a retailer it would 
stand out, so far as I am concerned--the point 
that struck me is that actually a dollar invested 
in one of these articles like, let us say, 4 
pottle of milk--20 cents for a bottle of milk; 


and let us say it is sold for 22 cents. You 
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reinvest that 20 cents next day, and sell it for 
22 cents again, You get two cents off that 20 
cents six days of the week. You make 12 cents on 
that investment of that 20 cents, That is some- 
thing that you could not do in any other case, 
except milk or bread or sugar, or that type of 
thing that is demanded daily, and in which there 
is almost a daily turnover, 

30 it is not really a question of that 
article not bringing a return in dollars and 
cents for the money invested in it, to the 
retailer, It does bring it in. But, traditionally, 
the mark-up on those items is a cent, or something 
like that--a very small percentage--and considerably 
pelow all the other items in the store which, 
ordinarily, carry higher mark-ups, And I think 
that some referers would have to be made to these 
items to except them from this definition. 

The prima facie operating cost should 
be that shown by the Dominion Bureau of Statistics, 
except in the case of staple food articles or 
products which have rapid turnover, such as 
coffee, sugar, eggs in season, butter, shortening 
and bread, all of which traditionally carry 4 
mark-up which is recognized by the trade. 

And then that mark-up would be the 
mark-up. And I think in cases of those articles 


it is the recognized mark-up that prevails in each 
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district, at any given time. It may fluctuate, 

But the amount that is charged on a loaf of bread-- 
the mark-up--is pretty standard, The amount on 

a pottle of milk is pretty standard, and on a 

pound of sugar it is also pretty standard--and 
duites Low .7oS0)2,am suggesting that this be 
incorporated, or something of that nature. 

Then, the remainder of the brief is as 

follows: 

2 It shall be an offence punishable 
on summary conviction for any 
distributor or vendor of merchandise 
or trade articles or products to 
distribute, sell or advertise for 
sale any article or Ln 
product or products as loss leaders. 

ae Any person, firm or organization 
found guilty of loss leader selling 
shall incur a penalty of not less 
than $100.00 and not more than 
$1,000.00 for a first offence and 
not less than $500.00 or more than 
$2,000.00 for a second and not 
less than $1,000 or more than 
$3,000.00 for third and subsequent 
convictions, 

Now, if there are any questions I shall 


be pleased to answer them, As you know, I am not 
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a rors but I have done a little reading on 
the subject. However, that does not make me an 
expert, by a long shot. 

THE CHAIRMAN: On the face of it, your 
proposed amendment does not seem to make any 
provision for distress selling, or end-of-the- 
season clearances, or the disposition of 
perishable goods, and all that sort of thing. 

You would want to make some provision for that, 
would you not? 

MR. KEITH: Except that it was thought 
there would have to be more than two instances 
OFT. 

THE CHAIRMAN: Two sales? 

MR, KEITH: Yes. I would think that if 
there was a clearance at the end of the season, 
that would be that. That obviously does not 
come into the picture at all. 

THE CHAIRMAN: But what I want to get at 
is this, what do you mean by an "instance"? Do 
you mean one individual sale? 

MR, KEITH: No, that would not be my idea. 

THE CHAIRMAN: Or one advertised sale? 

VR KETTH! ““Lothink, berore an offence 
could be presumed, that there would have to be a 
continuing practice on the part of that merchandiser 
to sell items at a eee as loss leaders. In other 


words, a loss leader is not an individual sale or 
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a seasonal sale, or a sale of distress goods, - Lt 
would have to be a practice that was definitely 
being carried on. 

MR. FAVREAU: The same type of product 
must actually have been put on gale on at least 
two different occasions? 

MR, KEITH: Yes, at least that. 

THE CHAIRMAN: And would you require 
the instances--that is, the occasions--on which 
they were put on sale to have any duration? Would 
it be for an hour on one day, or something like 
that? 

MR, KEITH: Oh, it should be an annual 
proposition. My feeling in all types of legisla- 
tion, even in criminal legislation such as auto- 
mobile violations, and that sort of thing--at the 
end of the year you should start off fresh again. 
I am very much opposed to this practice which is 
carried on by the pure foods division of the 
Department of National Health and Welfare. As As 
was walking down here I ran into the Minister, and 
we were talking about that very subject, Because 
he charged a druggist with a second offence when 
the first offence was committed over nine years 
aPoOLe He Ls*stiit charged with a second offence, 
according to that Act. tT think’ that is a 
terrible thing. 

THE CHAIRMAN: That would not be much 








a er t 
PAs ple ee , - 


SntNPOL HOT Sitog, baa... _maMerO on ieee 


| aban 0-~naoen990, edt st fart ~~weonatant’ ‘odd, . 
AL gOw, Saottanub Te, ava od else ao tug: sitow wads, 


ate pees eave 0) tah ae a ds 3, irene ‘od at 


Sure ae - ‘atone ne <0 ame ra | 


rate tp 20 eoqrd ite st Bat Loet ei ‘totitrectony 
npn me Ue ‘add aletger fentméco it Ovo Hote 
ode, Peempeisit ‘totaoe. tact fds, , eon story kbd, 
Bhene Agert tt0, Jueves pivode Hoy Teer | welt to ‘file 
Bs Solkeiy caidoony eked oo besoggo gover, erev ‘ea a 

edt to nohatwb: shoot eau: oad We: “tt “‘Dektnso— 
By. aA 928% oW bas. head ‘Lane bbe ‘YO. ae 





vit 


: 208908 dose, ew, docs tenes sect sx0¥ ow 


Soe nogiestte baci 90a es ao ty dedppia a. Beguado oa 
ene0y eure tevo, bade Raman eaw’ RarettS sents aiid 
‘2o0eR Io, och 8 anes nse tite, + 








~3496- Mr, Keith 


of a practice in retailing. 

MR, KEITH: No, I think we are all 
agreed that it is the practice of carrying this 
on, No, an individual instance of 4 clearing 
off of goods, or damaged goods, or anything of 
that nature--that should not enter into the 
picture at all. 

THE CHAIRMAN: You would want your 
legislation to be quite clear on that. 

MR. KEITH: Yes, definitely. Anybody 
who can get a special price or a special buy on 
any artile--why, heavens above, he is entitled 
to take advantage of that. I do not see why he 
should be asked to share that with his competitors, 

THE CHAIRMAN: That brings up a point 
Mr, Favreau was trying to get at--but I do not 
think you quite got the point he was making. 

That is, where one merchant, we will say--a chain 
store, perhaps--gets a special price from the 
manufacturer, and then the other retailers, who 
are competitors of that chain store, would be 
entitled to act as if they had got the same price, 
is that right? 

MR. KEITH: Yes, quite, If they were 
charged under this legislation, and es "Look 
here, you bought this article for $1.00, and you 
sola it for 98 cents, You have sold 46.4648, 


loss"--if he can turn around and show that the 
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Dominion Store bought that article at 95 cents, then 
he has a perfect defence to the action, 

THE CHAIRMAN: That is what Mr, Favreau 
meant when he said that you would allow--I believe 
he called it loss leaders--but you would allow sales 
at a loss, for competitive purposes? 

MR. GILBERT: Yes. 

MR, KEITH: If the original person had 
gold it“at a’ toss, yes. 

THE CHAIRMAN: Under those circumstances, 

MR. KEITH: A loss to him, yes--quite. 
Otherwise you are eliminating the competition, We 
do not want to do that. 

MR. FAVREAU: We agree on that. I was 
just querying or questioning whether you would 
admit it. 

MR. KEITH: Yes, quite. He would certainly 
pe entitled to that, as a defence, That was the 
purpose of the wording of this--to give anybody a 
chance--if he was brought up--first of all, to 
prove that he could operate his business at a 
lower cost than the next person, Leave it open to 
him to do so, to the satisfaction of the manager. 
Give him all the advantage he can get Ouy Of enet. 
If he can show that he bought cheaper than somebody 
else, then let him take advanvace or it, Or, Trne 
can show that the other fellow bought cheaper than 
he did, then let him use that as an answer TOP din, 


as well. 
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It would have to be the lowest cost as 
sold by that manufacturer to anybody. The point 
I wish to make is that the defence is there to 
the person who is charged, and he is free to 
bring in his defence, if you put the shoe on the 
other foot and said that the prosecutor had to 
go out and find out all these costs himself, you 
would never make it work--if you put the onus on 
the prosecution to do that. 

THE CHAIRMAN: Your proposal shifts. the 
onus from the place in which it normally stands 
in criminal prosecutions? 

MR, KEITH: But it gives the person who 
is in a position to bring his costs and figures 
before the court a perfect right to do so. It 
is a complete defence, | 

MR. FAVREAU: I suppose you could change 
your section 1 (a) by substituting the words 
"below the lowest available cost" for the words 
ine Low cost 5 

MR, KEITH: I have struck out in my 
copy the word "list" and put in the word "invoice". 
I do not suppose the word is too important. I 
think if you said "invoice price" then he would 
have to bring along an invoice showing the price 
he had from the wholesaler, and that would be his 
proof of the price. 


THE CHAIRMAN: Just leave out the word 
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"14st", so far as that is concerned, Then, do 
you wish to add anything by way of corment 

in respat of the brief itself, before counsel 
proceeds to question you? I think counsel will 
wish to ask some questions, 

MR, KEITH: No, I have nothing to add. 

THE CHAIRMAN: Perhaps Mr. Gilbert or 
Mr. Rands might wish to make some comment? 

MR. KEITH: No, It is embarrassing to 
admit it, but I think I got all my ideas from 
them. 

THE CHAIRMAN: It is still possible 
that they might wish to add something. 

MR, GILBERT: I have nothing to add. 
Mr. Keith has covered our thinking precisely, 
thoroughly and completely. We have nothing 
further to add. 

THE CHAIRMAN: Then, this might be a 


convenient point to take a short intermission, 
---Recess 


--Upon resuming 

THE CHAIRMAN: You may proceed, Mr, 
Wickwire. 

MR, WICKWIRE: Mr. Keith, your brief this 
morning was presented, as I understand it, on behalf 
of the Retail Merchants Association of Canada? 


MR, KEITH: Yes. 
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MR, WICKWIRE: And that is the parent 
body of all retail merchants associations, is it? 

MR, KEITH; Yes, it is made up of the 
various provincial retail merchants associations 
which support and maintain it and which, in turn, 
are broken down in the provinces into trade 
sections, That is, they each have a hardware 
section, and an electrical appliances Sennen 
and a food section, and a furniture section, and 
a clothing section, There are possibly one oF 
two exceptions, I will ask Mr. Gilbert about 
that. 

MR, GILBERT: Saskatchewan are 
incorporated as the Retail Merchants Association 
of Canada (Saskatchewan); but they are not 
affiliated at the moment with the national Cenc’, 

MR, KEITH: I understand that is not 
so in Saskatchewan, They have an incorporation 
of their own called the Retail Merchants 
Association of Canada (Saskatchewan) Inc. And 
they are not affiliated with the Retail Merchants 
Association of Canada. 

MR. WICKWIRE: They are not; that is 
the point I wish to make, 

MR, GILBERT: Yes, they are not, at the 
present time. 

THE CHAIRMAN: Do you mean they are 


completely separate and distinct from the 
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organization for whom you are speaking? 

MR, GILBERT: Since 1950 they have not 
peen affiliated with the national office of the 
Retail Merchants Association of Canada. 

MR, FAVREAU: Do you mean that if there 
4g a national convention they do not participate 
in it as a member of the association? 

MR, GILBERT: That is right. 

THRE CHAIRMAN: Then, they are completely 
separate and distinct? 

MR. GILBERT: Since 1950, yes. 

MR. WICKWIRE; But have you any 
individual merchants in Saskatchewan who are 
members of your organization, or do they all 
belong to the Saskatchewan organization? 

MR. GILBERT: They belong to the 
Saskatchewan organization, 

MR, WICKWIRE: 50 that the voice of the 
Retail Merchants Association of Canada does not 
include any voice from Saskatchewan? 

MR. GILBERT: That is right. 

MR, WICKWIRE: On page one of your 
prief you have said that the big fellows are 
trying to gobble up the Little fellows .» Do yeu 
know of any instances where that has occurred? 

MR, KEITH: No, other than that, as I 
say, that is generally so--that they move into 


a territory where it is already being served. 
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That is so of any expanding organizations. 
T am thinking of somewhat the same process perhaps 
going on in this field as, let us say, went on in 
the theatre business, when the movies got started. 
At that time two or three big organizations moved 
in and bought up the locations. Those that they 
could not buy, they just opened up next door, and 
it was not very long before they put them out of 
pusiness. Then, eventually it got down to three 
competitors, Then it got down to two; and 
finally it got down to one organization which, in 
fact, controls the whole movie industry in Canada. 

That is so, I think, in any field of 
endeavour. It is not confined to merchandising 
alone, They move in, and the only way force, pe 
puilt up is at the expense of somebody who is 
already there on the ground and servicing that 
area, 

T am not suggesting that there is any- 
thing improper about it, or immoral or illegal or 
anything of thet nacure, Mheat ts not my point. 

Tt is a natural evolution, and it ia colng on. 

MR, WICKWIRE: JI suppose the most 
recent evidence of it is in the motorcar industry. 

MR, KEITH: Yes. That has become a@ very 
outstanding example in the last couple of years. 
flow, whether the public in the end benefits from 


that sort of thing or not, it is our opinion that 
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the public in the end does not benefit from nt 
and that the public benefits more from competi- 
tion, small, medium and big, one with the other-- 
provided that they are competing with each other 
on the basis of initiative and ingenuity and 
modernization and astuteness, ves, then the 
public benefits. But if the big fellow, like 

as happened in the motion picture field, and in 
the automobile field, just gets a big club and 
peats his competitor out of existence--well, I 
do not think the public does benefit under those 
circumstances, 

MR, WICKWIRE: Would you agree with the 
proposition that competition is the life of tycee 
although it may mean the death of some of the 
competitors? 

MR, KEITH: Yes, absolutely. 

MR. WICKWIRE: Then, on page two of 
your brief, you say: 

"ye can begin by saying that the 
organization employing loss-leader selling 
does so with the cold-blooded and practical 
purpose of gaining advantage for itself." 

Now, wy question is that in gaining advantage for 
‘teens tos tks yein making a profit-—-do nobralsL 
retailers have the same objective? 

MR, KEITH: Yes, and I think I say that 


in my brief--that they are exactly in the same 
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position as a man who 1s trying to buy a cay and 
pay for a television set. Surely, he is in there 
to make a profit. 

MR. WICKWIRE: And in gaining an advan- 
tage for themselves, or for himself, do not some 
retailers have lower mark-ups than others? 

MR, KEITH: Yes, that is true. 

MR. WICKWIRE: And by reason of the fact 
that they have lower mark-ups they can gain an 
equal or a greater advantage for themselves, or 
for himself? 

MR. KEITH: That is right--and we would 
not want anything to eliminate that differential 
in mark-up. He is entitled to. Lt. Lf. one man 
wants to work 24 hours a day, and do things him- 
self, and operate more efficiently and ends up 
at the end of the week with a little more money 
than the other fellow who plays golf three after- 
noons a week--that is his privilege, of course, 

MR. WICKWIRE: That is one of the 
freedoms ? 

MR, KEITH: That is one of the freedoms, 
yes, that is right. 

MR, WICKWIRE;: In the same paragraph you 
suggest to the members of the Commission that they 
examine carefully and critically any arguments 
submitted to the Commission accompanied by or 


bolstered up by, or indicating any alleged desire 
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to be public benefactors. Has the Commission 
received such briefs or arguments; and, if so, 
would youm@re to enumerate them? 

MR, KEITH: Oh, I. think the suggestion 
has been made--in fact, I would suggest that the 
whole of Mr. MacAulay's brief on behalf of Safeway, 
while it was very cleverly worded, was entirely 
slanted for the purpose of creating the impres- 
sion that this organization at least was bringing 
great benefits to the people of Canada in all 
sorts of ways, and that they were in business 
to see that the customer got the very most 
service at the very least possible cost. 

MR, WICKWIRE: It was the Safeway brier 
you had in mind? 

MR. KEITH: Yes. 

MR. WICKWIRE: Any others? 

MR, KEITH: TI did not really g0 through 
the whole stack of them. I noticed the Safeway 
brief in particular, because it was 80 widely 
publicized in the newspaper columns and in the 
editorial columns of the press across Canada. I 
remember in Vancouver there were very many 
favourable comments about the wonderful work that 
this organization was doing, and that it should 
be preserved for the benefit of the country. I 
say they are entitled to live, the same as the 


independent retailers. Nobody is taking away 





oo 


=~ 7” on th 


a. : 
* _ , aokee nite (poi exes as oar 






~ 




























x y | YOarts eae peasy eter 7; 1 Devioos 
owe - | ited «ab ortemese9: ae CoC: 


a 7 + 


a  MoLTebgge Sekt aebels Tigao. pT sad ee. ae 
(As eae 3 Jaci. Teeugen Bigow so ae ot nds abitts i Koedt ‘antt 
‘ 

5 _ «¥8velst Yo raced > tettd 2 4 atyatidooy <M eo Wty 
_ » Mletlineg eaw . bets iW ritevels Wroy aay: tt afte 


| | ) ih . 
ere os Peete? ot Aer aera to babel sat git “od bednare 











f z Pi .s on . abe . vhs > at A 
4 oor oy ta ae i \ a) iy Be A, V ®3, &h TB.23 + f pas Eas sla wrt : a ang Be Ati ny wore 
he rs i : 
. ~ Pug ven! , et aT. a s e e 
a ; ja De SORIA TO slqosr adds of: evizonss steers 
} 
. Beart corey ot eray. vec oars. bree ehow on N° Berry 
: ¢ Bee | y 4 mS ea oh Sear ° ER 4 %. , RG a & 7 
; rl A . 
pi "4 Wernu nA vue. Pe! art , #4 
$i wy y Pum raleoe: 
y ¢¥ OO fal 5° rd aM we BSL POLOv . SI ft Ta. bolvrbe 
f she 
4’ ” + Y beng mw ‘ : f er) Ps ay - 
} ‘ va ee "allied Stat,” Ove wma AF ih, a ‘a4 te NEAL We al W Liebe : 
Pw Ofsy Fierce? Read cena 
: oR ans ae a 
; na f ' me Fa i FONT Tors. oem ; 
| | 4800 SHUT Ua 
p ; *, 
; ] 
? © weer aw re i veil hatiee on Ta 
; ; Yh os ew hat sh rel ‘ Js Y iw icy MO 
or « 1 a, i : 
vy eo *y ~ j te Lre¢ & ‘ig » uh re a r ae a 5 
. a es ee ee PIG Dh J ree oe eS, ee | ; 
4 uf ae i ad, * 4 i ; 7 ae 
wean Vy SOOLeOMt 1 wets ko Seste slaty eye 
: BSE ud Sli 
= ¥ 
Sof ee ee eee '- rT . — 
Ty 2 ; f an " ¥ “ ‘ » Ky my Dr sty “ pe * G 6 
wo ty > Wy 5 Teh a _ Sean ed ip utah bed Vv. fag : 5a a8 i #7 ¢ 7 
’ 
4 re ve on itremces f — P TTT -f . é 
; og oa aby MoS ; ree aA MeL ey | A ty 2 WY 4 . erty ies a est ol eh tieg 
“” 1 -~ 7 : ae =y == 
tern te te | res ew ke f 4 + 
wie SDB . BeOXOA & ii gp CES ons ap 4% ariel Rope! Pateros EBs > 
* Sain : : wi ty 2 % 
5 f ; ge Py _ J x » pe 
Sa. Ytev oyey ered? weyp wTey ot . TSnene, 
ft ‘ “1 va A hi ~ is b 
| a 
‘ ' oll wth all A ¢ - i. - * pl : 
: i etree. tf a ery atek-~ mt)... on j dp 4° . a. 4 7 4 
a Feds tow Li caioor sets toods a = ESE 9 PLE StNey A? 
a . - 7 = + + Ms > - = 
re j : a6 y ; Sy . 
7 ; fh ay rity te i dhiccedt. Fue " anes § hs ‘ 
rl i, Senede Ji gett.fre . arta ew" potdag sare ei 
; r he - 
44 Pe ‘Sor Fs ee 1) amas Pa ot « 4, ’ 1 At 
- 5 Z. Py a PRED 2), ET 1 wee LY Lone hea Oh af a 44 A vetoed os | 
P H te 7) c f a en i: 
| ; ; 
~f “te 
x oF aa ad) bb Ee tine ova keds: yang 
7 bod fol. e¢ellaia be ineqebat 
‘ve GON eezelletes jaehnogeb: 
1 Wa 
| ! , 
’ " Y 
f 
nN - 
Y ‘ P @ 
’ i - 
i / u 





-3506- Mr, Keith 


their right to carry on business, and nobody is 
going to quarrel with the method in which they 
carry on business, But I simply say that they — 
are in business, the same as the independent 
retailer, for the profit and the living that 
they get out of it. 

THE CHAIRMAN: I think we got the 
impression that they were not entirely altruistic. 

MR. KEITH: Thank you, Mr. Chairman. 

MR, WICKWIRE: My point is that there 
were no briefs other than the Safeway, brief that 
you had in mind? 

MR. KEITH: No, I would not have any 
others in mind. 

MR, WICKWIRE: Then, at page three you 
state that your first task today is to make elear, 
on behalf of the Retail Merchants Association of 
Canada, that they are not in any way suggesting 
to this Commission or to the Government that 
legislation be drafted to eliminate or to reduce 
any of the advantages which derive from initiative, 
ingenuity, astuteness, and so on, I take it from 
that that your organization is not in favour of 
resale price maintenance, as such? 

MR, KEITH: No, and I might say that 
we have probably received considerable encourage- 
ment to the opposite view from various sources. 


But we have not fallen in line ial Tt eo 
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MR. WICKWIRE: Some briefs have been 
presented, and some very strong arguments have been 
made, that the solution to this whole problem is 
the restoration of resale price maintenance, Your 
organization would not agree with that? 

MR. KEITH: No, that is not our approach 
to the problem, We are retailers, primarily and 
throughout, and our desire, as all proper retailers, 
should be to bring goods at as low as possible a 
figure to the public as we can get them; and to 
have manufacturers dictate our prices--and our 
policies--well, we do not agree with that. 

MR, WICKWIRE: And that applies to your 
whole assoctation, not to just a particular 
department of it? It does not apply only to the 
food field? 

MR, KEITH: No, I do not think there is 
any distinction. 

MR, WICKWIRE: Then, also at page three 
you say that your members resent the implications 
that have been made by several who ap iinba Perore 
the Commission, that chain stores are the sole 
defenders, protectors and guarantors of freedom 
in competition in Canada. nue does that apply 
only to the Safeway brief, or are there others 
you have in mind? 

MR. KEITH; Well, sir, it is a very 
difficult thing. I realize that I should probably 


| ooongue tuo dod ny Sat ot ‘yaaa 6 ‘dan nie? 
‘ i baw wibnanteg’ <arettagen ‘ore! \yateE one ody: ot 
| sera jot toga hha, ea senteod HO. pa tuddtgooats 
, 8 elgtapog. seme ee ta boa) geitid, ot ad Sree: 
98 aa Joi Ano ow ms) pRtda! wits at bowel? 
“100. Bria>-eeokay, mate etad oh | ‘erouit ontinone evedt 
1 ON) “tate ittte penne tow ob oF (Eheeseskotesg 
aid wo, oe weber aad’ ‘pale vanriOROTH Pc 
ay raluoktnay a tot, of tom <aobteteouss, laity 
eat om hich woud ey! vob: a tt to inendcatob 


re Aa Thro foot 
| en outs tad toa of 4 : ol corel ‘ie ws 


| CDT RIE Ae Ite eatasona a ogi 
“1 wert + ogi te oala, oc ‘ aTOEORW. a hi 
ee | aagd99 obtami: eld Sapeen errecieyets, ‘wow dest ae og. 
ie i need ‘hotnegas ode Lanaves Ww shea" need evad) tacts 
| shoe: at ‘wap: woande stat: ‘dak (storie ao ‘att 
Wy ‘sosveRY to nin snes 3 hae aantaoton: a asobingtab 
tae veel aoe tng vebsuied ak aad Reins ind 


Se fi a, 


wt Uiaadona Bode 2 aed Satins i ‘ing onsen 





~3508- Mr. Keith 


have read all your 24 volumes of reports. But 
since they did not arrive in my office until just 
before I left for Ottawa--- 

MR, WICKWIRE: Perhaps you did not 
request them? 

MR, KEITH: Perhaps I did not think they 
would be available. I never thought that I would 
receive them, I was certainly very pleased to 
get them, But I am afraid that a good part of 
our reading and thinking has come from newspaper 
comments and editorials, articles and features, of 
which we have many hundreds. As this Commission 
travelled across Canada we had a very full clipping 
service in each province, and they shot these 
things to us. I realize that many of the comments, 
as often happens in newspapers, perhaps got away 
on the wrong foot, or on 4 different foot from 
what was actually said before the Commission. 

But there is no doubt about it that the 
newspapers reflected in their articles--as you 
probably know--& definite reaction toward the 
evidence of the various people who appeared before 
this Commission, And that impression, derived 
from many sources, was to the effect--as one 
would gather from reading these articles--that 
there were certain interests who had only in mind 
cutting down the price to the consumer; whereas, 


apparently, there were other interests--by 
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implication at least, although not said; the 
independent retailers--who seemed to have only 
one idea, that of pushing the costs up as high 
as they could get them, so that they would make 
more money for themselves. 

It was that impression, which is 
general across the country, that I wished to 
counteract--namely, that the retailer is not in 
favour of resale price maintenance; and he is 
interested in competition. He believes in eh 
and he wants it, and he is willing to compe te 
with anybody and everybody, provided 1t iston 
a fair basis. 

That is my purpose in this brief; and, 
very largely, that was the reason I cate here 
today--to make the views of our members known to 
this Commission. We believe in competition, and 
we want it. 

THE CHAIRMAN: In running over the lists 
of divisions, I was not certain if there was 4 
drug division. 

MR. KEITH: No, the druggists have 
their own, They always did operate their own 
association, What is it called, Mr. Gilbert? 

MR. GILBERT: The Pharmaceutical 
Association. 

THE CHAIRMAN: I know that they had an 


association; I had forgotten whether you included 
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a drug division. 

MR. KEITH: No, I think they operate 
entirely on their own, It is really a professional 
society, more than a trade association. 

MR, WICKWIRE; Then, on page 3--the same 
page--you state: 

"Tt is not the desire of the Retail 
Merchants to eliminate competition, or to 
take away the advantages of initiative, 
modernization or large scale buying. But 
the independent retail merchant does object 
to loss-leader selling, which is a totally 
different thing.” 

Will you distinguish a price reduction to a 
consumer due to initiative, modernization or 
large scale buying and a price reduction to 4 
consumer that arises by way of a leader--a loss 
leader? 

MR. KEITH: Well, the distinction is 
that the one is obviously bound to be temporary, 
whereas the other would be 4 permanent reduction, 
That is the only way in which merchandise is 
permanently and effectively reduced to the 
consumer--by eliminating waste, and by getting 
new methods of distribution, and new ideas into 
merchandising, which effect savings, Whereas, 
the loss leader--simply cutting a thing below the 


cost that was paid for 4t--obviously is only 4 
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temporary device, a local device, Because even 
a multi-million dollar corporation could not go 
on selling at a loss, indefinitely. 

MR, WICKWIRE: I suppose & lot depends 
on intent, too? 

MR, KEITH: I think the whole thing 
depends upon intent. It depends entirely on 
intent. But I hesitated to say that in the 
beginning here, because of the difficulty of 
proving intent. I think anyone who has tried 
to prosecute under the Criminal Code realizes 
that those sections which involve intent are 
almost impossible effectively to administer. 
And I have tried to get away from that in the 
suggestion I made here. But that does not mean 
to say that the essence of this offence is not 
intent--because it is. 

MR, WICKWIRE; In the very next para- 
graph you say that the ultimate purpose of loss 
leader selling is to eliminate competition, I 
suggest to you that that might not always be 
the case, that one of the purposes might be to 
sell more goods in that particular outlet. 

MR, KEITH: I cannot see the logic in 
that argument, I am sorry, put it just does not 
add up, to me, it is like the Jewish gentleman 
who said that he lost a cent on every pound he 


sold, and that the only way he managed to keep in 
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business was that he said he sold so many pounds, 
Tt does not make sense, 

MR. WICKWIRE: It depends upon what 
the cost is, of course, does it not? 

MR, KEITH: Oh, yes. 

MR. WICKWIRE: To the person offering 
the leader? 

MR. KEITH: Yes; if it is not a loss to 
him, then it is not a loss leader. 

THE CHAIRMAN; But, Mr. Keith, LS 
not possible that a merchant might offer certain. 
selected articles at ey, Se" and publish them, 
even below the price he paid for Chem--<0 that 
there is no question as to their being loss 
leaders--in the hope, and perhaps with the result, 
that a good many people would come into the 
store, drawn by his advertising of these things, 
and in addition to buying some quantities of 
these specially low priced. fees Ses" would puy 
quite a lot of other things; and the increased 
sales in the other articles, even though their 
prices are not raised ,--the increased sales of 
those other articles might more than compensate 
for the loss on the specially sdected articles 
which are being sold as loss leaders? Might 
he not gain, on the total, through increased 
sales, and might that not be his objective, 
rather than that of eliminating other people's 


competition? 





eae ee ae 7 a Lae at 7 
ih a : iy a y a 
‘Ts bee ys 5 vor Pitas 4 . vs we 


‘ 4 a iy ene ins Nie oa 










_aaheene owe, odd on emma y a 
Ms, Pa ae ema ~— Phe 
‘ot "esol B tou ot nt tt el strat ie re ~ 

kei '<tebaek neal a dad er ar Bae obit 
at Ci ston <M ut seeANO ae we 




















le } dette bind eeotg ta Gorebere. ‘edootoe | 

beat Obwnitied dt not bleq oi eolag. edtd: wofed neve i . 
“ea ated: sited ot ae sot woup on. Cy ‘exons | 

Ort ‘eit stot edadtog hes cod edt pio emabeos 









t Ne ge sits ‘dat Unis ‘Biiow efqoeu yates boog. 8 tad3 

of a aga tad ceeds 20 uictatinsvne aed we nvexd: erode pan 
be i) mee to. salt ttaeup: ane aakyod: oF oolttphs of, fas | . 
i a | que. Biwvow eakonies heokag, wok wiLetooge atedt | 
Magi ‘becsouant ans ter tsigeis. “apdto- to tol. 6: 8p in 
a a ay nbeica gues neve melt titers ratto eid mt eolae Le ‘3 
im ee te i eofea heaveneat oid, boetas deine O48 hake | ‘5 
a | ‘otaanoamos. naeach enti Aether pelatics. xpitito ‘enoHd 

Mi | _ Pokbitas® ‘Retontn ‘eblatveye: uid ato, beol oats > a 
a WARY | ddan Temoboes- s80r ne brow ache one dodde | | 






ing age | 
_ beeserant:dasomts, cistos. aud ‘ae leg jon ad 7 
aut doetde. eh, od don ‘Sanit, date ba orn we 


bay ie nh A... 


vaio sito Horrid ‘So Sais. + 8 nokta 


=3513- Mr. Keith 


MR, KEITH: He might gain in sales; but 
he only gains in sales by the elimination of the 
other man who is selling. And I believe it was 
a gentleman who appeared before this Commission 
in Vancouver, Mr. Wosk, who had taken these 
articles to which I referred--a General Electric 
tron and kettle, and so on--and had cut the 
price down to below cost, and sold them. 

In that case apparently it ended up by 
everybody else pulling those articles out in 
British Columbia, They stopped selling them 
altogether, because they would not sell them. 
The net result was that undoubtedly Mr. Wosk 
mist have got a greatly increased amount of 
pusiness, since he was opening three or four 
or five outlets--I am told it was four. But, 
coupled with that is the amazing thing that his 
cost of doing business was, I believe, over 
three per cent higher than the average for that 
same type of operation elsewhere in Canada. 

So that the only conelusion one can 
come to is that the consumez coming into his 
store must have been paying more for other 
articles that they were getting. Because Mr. 
Wosk has got to get his cost of operation out of 
it. If he had reduced his cost of operation, if 
he could reduce his cost, by his method of 


selling, and 30 on, if he could reduce his 
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overall cost, then I would say that the consumer 
was getting a definite benefit, yes. But obviously, 
when his cost was higher than that of anybody else, 
the consumer must be paying for those costs. And 
that is all the more so when he is selling more 
items without any profit at all and at an actual 
loss, He is obviously adding those costs on to 
other articles which the consumer is led to, by 

one means or another. And I do not think that 

the general public gains by that sort of thing. 

MR. WICKWIRE; Is it your view that the 
so-called loss leaders exercise their effect by 
deceiving consumers into believing that other 
items are sold at similarly low mark-ups ? 

MR. KEITH: Well, I think that is one 
of the purposes. I do not know that it operates 
as effectively as might appear at first glance. 
But it does definitely bring people into that 
store. And, having got into the store, their 
tendency then is to buy other articles, These 
are articles either that they need, or that they 
see there, We had a very good example of that 
in the case of cigarettes that the chain stores 
put on at prices below what the average merchant 
can buy them for. And all kinds of people who 
never bought cigarettes ina chain store in their 
lives--because they were sold in very small quan- 


tities, perhaps~-went to that chain store, And 
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I do not doubt that as a result of that, they 
sold a lot of other merchandise, and those sales 
might have offset their loss. But it certainly 
did take people into that store who did not go 
there before. 

MR, WICKWIRE: But my question was this, 
is it your view that a customer who, as you say, 
is brought into the store or taken into the store 
by reading an advertisement of a loss leader, is 
deceived into thinking that there are similar 
cuts in merchandise throughout the store? 

MR. KEITH: I think that would be a 
general impression, But lI doubt, if you tackled 
any particular individual, and put that question 
to him, or to her, he or she would admit that 
there had been any See tien that they had been 
deceived. 

MR, WICKWIRE: That is not the view of 
the consumers organization, the Canadian 
Association of Consumers. 

MR, KEITH: Oh, I think a certain 
number are, I think some do not think about it 
at all. And probably a certain number are not-- 
definitely not. But, the sum and substance of it 
is that they go into that store for that reason, 

MR, WICKWIRE: I am reading from page 
1739, Volume 10 of the evidence, from a brief 


presented by the Canadian Association of Consumers 

















be “8 ety ey vt sreetats 
ye eae dow linitdbinh “or ta aH orw: | 
mt ese voy ae: 200 blree ua UV AGIAN 
cage: elt’ oat sedlad cov pacts wnt! odat tigoond at 
F wih (aebaer eeor a to Sirromoett rove a8 go thser we 
nat tnte ate ouertt sadd’ we bi oant bevtexeh 
 gestode hai itera ‘teshed ieee at stas 
a: od BLugw tadg watshe : “aT ANE re 

Dek oH 3 woe th jidueb I Si sgeitatibest! Teroda die “a 

7 nalseoy dad dig ‘Age: teubivtbat’ dabiishdenng” ny 





<4 


(be ae tithe Dixy" edetiie ed ted Od to ahd od 
has i cv _ Yors Pact. sSebiaeDeD be! tiatd! bad ‘ones 
ay to wey afd 4On' uk Sash | saatwaorw vo ie 


beoceicnia itd smo lestaagna acoimresiv’s. ‘oat . 
| ‘)) ~, eeademtredod 3 410 baa 

dbhons £ wahdd r ao Bice ie aii 
at Aveda sabag, ton ob omoe Mota t ‘iia 





7 | tod one meiseanes pitatee a a idadodtg Dera)” ‘whfa a y 
Si) ee: to ona pied bas awe ot sod “don eortatiés 
ne  nowaet Pelt: 402 ode! ane “bag? ‘og yadd ead ‘eh 


238g mort ete mea I “yarn jae 
| Denki a, merry SonBhive cats to OL sudtov eRETE 
stent) ened: ‘to Mahar ogo, — ond ¥d — 






-3516- Mr. Keith 


of Montreal. The question was this: 

‘are consumers misled when prices on 
particular items are reduced in one store 
below the prices of other stores into 
believing that all articles in the first 
store are similarly reduced?" 

And the answer was; 

"we do not believe so, We have seen the 
suggestion in some of the answers to the 
Commission's inguiry of last year that 
consumers are deceived by sharp price cuts 
on one item into believing all other 
goods in the stores are equally reduced in 
price. We are obliged to question the logic 
of such thinking. It is hardly complimentary 
to the intelligence of the average customer. 
When a retailer gets a bargain on one item 
of a manufacturer's stock does he believe all 
that stock is also going at reduced prices? 
If the average consumer were not keenly 
aware of actual values and prices how would 
2 loss leader item lure them, and where would 
be the incentive in price competition between 
merchants?" 

That is the view of the consumers organization, 
MR. KEITH: It sounds reasonable. 
MR, WICKWIRE: Then, at page 4, Mr. Keith, 


of your brief--the fourth paragraph about the middle, 
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you say: 

The mere fact that instances of loss leader 

selling have been negligible right from the 

time that this Commission was being con- 
sidered and set up, and ever since it has 
peen sitting, does not mean that there has 
been a change of heart or of tactics on the 
part of some of the chain, department, 

mail order or discount organizations operat- 

ing in Canada. 

I find it hard to reconcile that statement with 
the statement contained on the first page of you 
brief, where you say: 

There is no doubt that there is an economic 

war in progress in the grocery, drug, hard- 

ware and appliance fields in Canada. No 
amount of defining, smokescreening and straw- 
man punching can alter this fact 

Now, can you reconcile those two statements? 

MR, KEITH: Yes, I think there has been a 
definite falling off in this practice in the last 
few months, And I furthermore think that if this 
Commission had not been in process of being set 
up and getting started to hold inquiries, that 
we would have had many, many more examples of it 
in the past six or eight months than we have had, 

I think, furthermore, that we are going to 


fAanciat in the future, very definitely, unless 
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legislation is put in to deal with the situa- 
tion, I think that we are having 4 kind of 
lull in it right here in Canada at the moment. 
But the war has certainly broken ou pci aer L 
force down in the United States. Many of these 
organizations are the parent organizations of 
those which are operating in Canada. They are 
going to move their methods and their policies 
and their programs right into Canada as soon as 
the time is propitious. And they are sort of 
saving all their breath at the present time for 
a fight that is coming. I think we are going 
to have a real merchandising war in Canada in 
the next two years. 

MR, WICKWIRE: You have introduced 
the subject of a2 war, as you call it, to the 
south--presumably you mean in the United States? 

MR. KEITH: Yes, that is right. 

MR, WICKWIRE: Do you know about the 
fair trade laws in 45 of the states of the United 
States? 

MR, KEITH: Yes. 

MR. WICKWIRE: And laws requiring 
minimum mark-ups in 31 of the states? 

MR. KEITH: Yes. 

MR. WICKWIRE;: And the prosecutions that 
have gone on in order to endeavour to enforce fair 


trade? 
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Mie. SREETH: 4 Yos. 

MR. WICKWIRE: aout how do you stop the 
war in the United States, with all those levers? 

MR, KEITH: I do not think you can stop 
the war. That is what I said at the beginning. 

The war is going to go on. All we are concerned 
with is that the position of the independent 
merchant--that he be allowed to continue in 
pusiness, and not be subjected to unfairness of 
great wealth, as represented by these big Eee es, 
being able to put him out of business and take over 
the stand that he has had, 

Now, the chief instrument of this being 
done is, I think, the loss leader. 

MR. WICKWIRE: But that same condition 
pertains in the United States, I understand, with 
all this protective legislation. 

MR, KEITH: Yes--and about 99 per cent of 
it is totally ineffective because it will not 
operate, It cannot be made to operate. 

MR. WICKWIRE: And there has been 4 
great growth in discount houses? 

MR. KEITH: Tremendous, yes. It may well 
pe that we are entering an era of totally different 
methods of merchandising--I don't know, It may be 
that people do not want personalized service. It 
may be they want to go in and take something off 


the shelf, or have it shipped direct to them from 
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a wholesale house, and if the darned thing won't 
work, they have no comeback; or if it operates 
pack-end-foremost, they do not want any service 
Ciel taeh dom. know, “oUt Tr de not Think “so, 1 
do not think you will ever eliminate the personal 
service that the independent merchant can give. 

MR, WICKWIRE: My point is that it has 
been suggested to me that the minimum mark-up 
legislation in the United States is pretty much 
the same as that which you propose to this 
Commisston,” And, in spite of that, apparently 
this war. “this ettle, gees ony "Se {do not 
suppose you, or your organization, would want 
to propose something that is not going to work? 

MR. KEITH: No, that is not our idea, 

MR. WICKWIRE: Or have you considered 
that ‘aspect of it‘at all? 

MR. KEITH: We thought that this 
suggestion would be as practical as we could make 
it. It is pretty hard to foretell in advance how 
anything will work out in practice. Puen) 2s 
quite obvious that a good many of these price 
maintenance laws in the United States do not work-- 
at least, they do not work in a way to protect the 
individual who can be trampled under by price 
cutting. 

MR, WICKWIRE: And also, very expensive 


to enforce? 
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MR KE TPH oe Yes. very expensive tO 
enforce. I would think they would be, yes. 

MR. WICKWIRE: Now, at page six of your 
brief you selected a quotation out of what has 
been called the Green Book, material collected by 
the Director of INMvestigation and Research, and 
you refer to page 25, which contains a group of 
replies received by the Director on the question 
of the effect of loss leader selling of products 
used for this purpose. The one you have ei bed 
is as follows: 

Such a loss leader practice may result in 
the loss of goodwill for the product by the 
retail trade and eventually the consumer 
may find itrdifricuit or impossible to 
purchase the bread in a large number of 
retail outlets, 

MR, KEITH: Yes. 

MR, WICKWIRE: I would call your attention 
to the one immediately before that, on the same page, 
which is as follows; 

I think that a good case can be made for the 
fact that the product may be damaged if eG 
is sold under cost over a period of time. 

I do not think that such a product, if it is 
strongly advertised, will be damaged LERALT 
is sold at a low mark-up. 


Now, I am just suggesting to you that you picked 
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out one of fourteen replies to that particular 
answer which really does not give you a@ cross- 
section of the whole industry on the subject. 

MR, KEITH: I was not attempting to 
take over your job, Mr. Wickwire. I was going 
to be fairly content if I could cover the view- 
point of the retail merchant and leave the 
Commission and yourself to worry about the 
other angles. 

But I do happen to know something about 
this bread situation, because we did have a bread 
war in Winnipeg, which was precipitated by the 
same Safeway organization to which I have 
previously referred, They brought out a bread 
and put it on sale at a price which was below 
what the retail merchants had to pay for it 
from the other bread companies. The net result 
was that they--and it was under my auspices, and 
Mr, Gilbert--called together with some trepida- 
tion the presidents and managers of the various 
bakeries in Winnipeg. And, because we were 
afraid of Mr. Smith and his anti-combines club, 
we did not want anybody to think that we were 
combining in prices, we protected ourselves by 
having one of these little recording machines 
that I see here, in the office. So that we had 
definite proof, if necessary, of what was said. 


And the retail merchants were there, the 
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individual retail merchants, And I should 
perhaps say that in Winnipeg home deliveries 
have practically been eliminated altogether, 
and that these bakeries deliver direct. They 
deliver direct to the stores, and you buy the 
bread in the store. 

MR, WICKWIRE: Do you know what the 
cost of delivery of a loaf of bread is? 

MR. KEITH: I was not very much con- 
cerned about that. That is the problem for the 
pakeries, I am dealing with the problem of the 
retail merchants. And the retail merchants simply 
said to these bread manufacturers," you have got 
to give us a loaf of bread that Mab ewed £ fOr 
the same price as Safeway." And the bread 
manufacturers came back--they all came back-~-and 
they said, "We cannot make a loaf of bread at 
that price," The retail merchants said, "Well, 
that is your problem, We are not bakers. You 
have been in the business for 40 or 50 years, and 
if you cannot make a loaf of bread to compete 
with Safeway bread, then take your bread out of 
our stores, We will use our space on the shelves 
to sell something else that we can sell." Because 
there was a great deal of ill-will created for 
the individual merchants. His customer would come 
in and Sap oe are charging 30 cents for two 


loaves. You are a dog-gone robber. I can go 
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across the street and I can get that bread at 
Safeway for 26 cents. You are making four cents 
out of it." And there might be a line-up of 
people there in the store,and you would have to 
argue with this customer and try to assure her 
that you were not getting the four cents out of 
the loaf of bread. 

MR, WICKWIRE: The bread question was 
very thoroughly discussed by the people concerned, 
in the bread industry, and I will refer you to 
their brief. 

MR. KEITH: I am only telling you what 
happened in Winnipeg. Bread was put out-of the 
stores, and legal action was taken against them 
for restraint of trade, for refusing to sell 
bread. There was a great to-do about it and 
then, finally, for some reason oP another, the 
price was restored, and they went back, 

But that is what can happen to a product. 
People could not buy bread in Winnipeg, because 
the retailers would not handle it and subject 
themselves to the charges that they were 
exorbitantly charging the customer, and that 
Safeway did this and did that. They said--and 
they all said the same thing--"We would rather 
not have bread in our stores and simply say 
that we are sorry, that we domt handle that 


product; you had better go over to Safeway and 
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get it." They found less criticism directed 
against them by that stand than they did when, 
as the public thought, they were trying to gouge 
the public for another three or four cents on a 
loaf of bread. 

And the result is that there was 4 
number of days in Winnipeg when you could hardly 
buy a loaf of bread. 

Now, I know it must have been a very 
serious thing for the bread manufacturer. But 
that is what happened to his product. 

That is one thing that this report of 
Mr. MacDonald points out can happen, And I know 
that it can happen to a product. LTeumekes uo 
difference to the retail merchant--he has only 
got a store there, and he has means of servicing 
the public, and he is selling his service to the 
public, That is all he 13. d0iLbe sy) lh ehe,can 
sell his service in one way or another way, he 
will do it whatever way he can, If he cannot 
service them in bread, then he has to eiverit. up; 
and he will turn to something else--some other 
line of endeavour. But there is no other way 
that the retail merchant can tackle the problem, 

MR, WICKWIRE: Your next quotation is 
taken from the Green Book at page 26, in which 


you quote; 
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The use of loss leader practice does tend to 
concentrate merchandising in fewer hands and 
it also tends to reduce the quality of goods 
available for the public by the simple process 
of destroying the only measure of quality. 
I will call your attention to a quotation, also 
taken from the Green Book, in the paragraph immedi- 
ately preceding that one, which is as follows; 
All goods offered at less than regular 
mark-up are offered to the whole trade and 
therefore with respect to our goods the loss 
leader practice does not result in a concen- 
tration of merchandise in fewer hands. 
And at page 27 another manufacturer reported: 
As strongly, as definitely and as positively 
as I can say it, my feeling is that low-cost 
selling such as I have been discussing does 
not result in the concentration of merchandise 
in fewer hands, 
I am only pointing this out to show that picking 
out one thing at random from the reports eollected 
by Mr. MacDonald is not conclusive. 
MR. KEITH: I wonder if you are making 
a distinction between low mark-up and loss leader 
gelling there, though, There is quite a difference 
between them. I had a brief here that gave a very 
good example of that--the one provided by the 


General Electric Company. I cannot seem to lay my 
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hands on it right now. I think I made reference 
to this somewhere before. At page 16 of their 
brief they analyze what happened to them out 1. 
British Columbia, when this gentleman Mr. Wosk, 
whom I have not had the pleasure of meeting, 
decided to sell their iron, kettle and polisher 
as loss leaders. 

MR. WICKWIRE: I am coming to that 
later on tes the brief, as we come to it. 

MR, KEITH: And you will see there that 
4t ended up by Wosk being the only outlet they had 
in British Columbia who was selling that merchan- 
dise at all, And you say that loss leader selling 
does not tend to concentrate an article into the 
hands of one person? Well, there is an example 
of where the whole of British Columbia dropped 
that thing, and he was the only one in British 
Columbia who sold it. 

MR, WHITELEY: I do not recall that it 
was exactly that way. 

MR, KEITH: Well, there are the 
figures. I do not know whether they are right or 
wrong. I am just taking their figures as an 
example, 

Furthermore, the total sales Shep eae of 
course, in British Columbia. But the sales he put 
in were terrific. He sold more of these things, 


I think, than the whole of British Columbia had 
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sold in previous years, If that is not concen- 
tration in the hands of one aan then I don't 
know what it is. 

THE CHATRMAN: Do you mean he sold more 
than all the others had sold the previous year? 

MR, KEITH: I think so. 

THE CHAIRMAN: Then the sales hardly 
went down, did they? 

MR. KEITH: Of course they had just been 
bringing these things out. And that was apparently 
thoy dclicla,« em mot submitting thein brief for 
them, 

MR, WICKWIRE: The evidence was~-and I 
heard it--that the sales in British Columbia were 
higher than they were in 1951, despite the price 
Clit 

MR. KEITH: They, have 1950, 1952 and 
1953. And they say that assuming the first Sc 
months of 1950 at 100--"in relation to all of 
Canada our sales in Northern Saskatchewan in the 
period 2052: Polisher, 97; rece. 157; Feather- 
weight Iron, 135." And then, with Alberta, it 
is,.123). dOl and, 12h. | In British, Columbia, it 
dropped to 46 for the iron, 98 for the kettle 
and 51 for the polisher, The entire sale in 
British Columbia was all made through one outlet. 
They sold a tremendous volume no doubt EnVvione 


outlet; but they had practically none at all 
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elsewhere. He sold practically the whole works; 
because, who else could sell at that price? I 
mean, I was just running over some of the facts 
of loss leader selling. 

MR, WICKWIRE: But that was not the 
evidence of the General Electric Company before 
this Coumission, Mr. Keith, 

MR, KEITH: I am sorry, I am reading 
from the book, If I were taken to agree with the 
views expressed in this book--they ne some 
very interesting figures--I would be very pleased 
bo Ll fear. 

MR, WICKWIRE: May I inform you that the 
Commission also has figures from General Electric 
which, because of their position in the industry, 
must not be disclosed. But they are selling more 
appliances than they ever did, 

MR, KEITH: In British Columbia? 

MR, WICKWIRE: Overall. 

MR. KEITH: Yes, but not of these 
items here? 

MR. WICKWIRE: Your next guotation on 
page six of your brief is a quotation from the 
consumers association, taken from page 64 of the 
Green Book, 

MRE KEDTR. 4 Yes" 

MR. WICKWIRE: But I notice that you 


did not quote the first paragraph of what the 












we 5* 


iy Senda; Ba 


2 


; _ ore : 

nin adage iG a gz3 ow s ; a5 
i : i Dit. = eae ie 
‘BSUBD ais To” ena news salar bee am 

























rv : Gt Ves iy a ou ie yey Pa ¥ 

ott ton. ae) tart ue EOI ‘ae: siti a ow 
| i e 
etoted: yas oft onle Tawoaed oad 40° ‘eongbive 


i ; 
i a ' : 


Tee DO oe hit tem i (ao beatinito ebeid | 


4 


gathaoy me Ll. yarace mga FT > Sette | |, Ci 


ie k me 7 ; 
wis Adiw eotga)\ ot cobet. orew EAT food ad mont 

acow svoad vedt~.deod etd Ak Bee sy ewoly 
besselq Yrev ed bivow I+-nstyyl® giiteototat VITsv 


cr oft od 


1 ¥ 
i A wan J = * 4 = C © ah ol be wt 
‘A oe eT hy L Yon  <SHIWAOEW . si 
: e 
-~ + i ae A tym we wry ay es wel ‘ Wh Ae oo rf ; 
Lo LaTrsie) wort aedunt? ‘ead cata gobseteawd 
ae l 


* 
a 
ss 
q 
Py 
’ 
cS 
4 
eS 
> 
3 
S 
3 
- 


j ™ ere ee eee “dbews he i 
my “land To seissed aakiw 
mi 7,” rar oe ee ee ee. Ps om on ‘ hws oe’: a , 

fom Ball Les ora gertd 2e8 ,Sesofosks ed sor saun 


} ay 4) - — i ~~» J =k ee 
; OLD vive Yodo aadtd soomaztiqgs 


Tsidmalc) deldeies vt + ears AM 
a As ; ! bh 
ie eat a Lt BROvO: sGELWHOTW AM ! i 


> ei nbs im 4 ; \ —- 2 - j 7 
spent yo dou stud CaxX TTI st) a ° 


SOR | Lisa “pete amads 


ie moltatoup 3 tac Oy : @ALTWt LW Oe 
edd wort goftsioup # af letad: doy. 40 xXLe Sgaq 
ons Lo SO aged wot? roel  dolsabooges setsaivaunos ‘ 


@ 


woos Moead 






| TE dace Le 
wot dadd eorten T we ‘REINNOT J 5 et. ; 
od? datiy te gong rie tent od Bown $0 mb 


‘ Ms 
\ at 7 "i 


=5950= Mr. Keith 


consumers association had to say, as it appears 


at page 63 of the Green Book, It is as follows: 


The--- 


blank association--- 


_--is not in a position to explore and 
assess the technical details involved in 
many justifiable forms of bargain selling. 
We can see numerous occasions in which the 
practice of selling below cost could be 
justified, and the definition of such 
situations concerns, we think, the retail 


trade, and not the consumer, 


The same association has this to say about loss 


leaders, at page 1736 of the evidence: 


"Loss leader" as a term to be applied merely 
to the willingness of a retailer to take a 
smaller profit in exchange for a large 
turnover represents to us & legitimate 
business practice offering legitimate 
advantages to consumers of which they 


should not be deprived. 


Do you agree with that? 


MR, KEITH: Yes. 


MR, WICKWIRE; And they continue, from 


the evidence: 


In this connection we feel that certain 
interpretations offered for the term "loss 


leader" should cause concern to those 
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interested in retaining a free competitive 
economy. An example we wish to quote is 
the interpretation of a "loss leader" 
presented by 4 retail voice in the answers 
to the questions posed last year py the 
Director of Investigation and Research 

of the Combines IMvestigation Act. We 
quote here only the final summary to save 
time, It says: 

"tn a broad sense a loss leader might 
pe defined as the offering for sale 
by a merchant of goods at prices which 
do not encompass costs, plus a gross 
margin sufficient to cover efficient 
distribution in order that he may 
attract to a store customers who 
otherwise would not come, The offer- 
ing might not be below costs, but the 
gross margin would be less than cost, 
plus a gross margin sutricieny co 
cover costs of efficient distribution 
for that class of goods." 

It seems to our association that such & 
definition--if accepted and made the 
subjecu Of, legislation--would establish a 
minimum sales price system as arbitrary as 
resale price maintenance a Le Were es 


Now, Mr. Keith, would you comment on that view of 
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the consumers association, because it seems to 
be in direct conflict with that advocated by you. 

MR. KEITH: It is a very complicated 
statement, 

MR. WICKWIRE: Well, they say that your 
definition of what a loss leader is, of cost plus 
taxes and distribution costs, which is precisely 
what you have advocated--- 

MR, KEITH: Yes. The lowest price that 
that article can be bought for, plus Government 
taxes on it, and transportation, and the lowest 
cost of doing business by that trade that is 
doing it, with the right of the individual to 
come in and show what his cost is--if it is lower. 

IT do not see that that is in any way unfair to 
anybody. And I do not think it is fixing any 
prices, It allows the individual any benefit he 
can get by more efficient Seren toes and it allows 
him any benefit he can get by discount buying or 
large-scale buying. And those are the only two 
real factors that allow for any variation in the 
price of goods, 

THE CHAIRMAN: Mr. Keith, under the heading 
of the cost of doing business, do you mean the average 
cost? 

MR. KEITH: The lowest cost. The definition 
says, "The lowest cost in the trade," 


THE CHAIRMAN: what I am getting at is this, 









Wik A > 
«BOY Bh Oe sneowhs, ‘tat: ae 


Pes By, 


a er es 


. a ° 


eT (on a0 sake a ow | t. ay sper 





~ : ' f 
Ua 
z ; e 
L 
geet} 5 i jad, 4 Pt 
x ee UW Sal ‘, a6... Bote: o. fi —— att yon 
1 ‘ : 
- ysl 4 oh» Bi. t wae pee = 7 
'? ’ ; ¥ Rez n 4 2 hr 
FEBS 1705 OO 4. hs TSORel eeol # Peis WM HotPsechish - 
i \ 
nie . 7 - 
FP EA SPOILS | at rf ; 


NG , Siero. smo lieetatwyy § ete eexas a 


mone GI BSOU RA eyed BOY tartw 


ii 4 os 5 2 
Ta | 3 RE. é * ’ Ww *) 
~ Vitiog Gow d ‘Sey bay tH LIA HM 
stills raate dom Sa t avel hey - ie ie és 
CNG OVOD Buh? cw) cdained ed ade of6) 
‘ 
Jd . , i My I 
4 ee i £ ew a0 ia as SS rod ans mre | id a 
Le Bi +} iJnPhn 5A ee WA? | a Gels! wae 3) awe no 
a} { ys Puss > ert | > coee Hor eee “ary Fre b 
% I wid ‘ 1 ie TAN ye Sek Sol L tA.Ay et & 
! iam 
‘ C 5 oF, i hb * x ct j ¢ & 3 
Be oig% ea ere ea 
| 7 ‘2 i =) ‘ uf to qu a j — ae ¥ + 
a) mf x a Bs . Ms 
. , . - = A le i ld WC c eB 
' 
‘ 5 
’ . es ti 8 , ne wt le ) Ae ; 
oak a I aes aM @ te 
Pe | Ace ot pie te « e f~ T ner ih 
otra ie ® Co ee \ - v hee 
t at 4 J LY y pe r - 
Lid. yh f a mig |} iis Cl 
i + ® 
ie: ; : P55 Ft) | H 3 p i« STO we 
~ ‘ & i i 


he ¥ 4 A 5; idle , 
\ \ 1 c a vs “4 ry 3) ys AY rezrod 
« Be = ~ ld * > 2 t as 
| sh? eae 2c  gmolyind .s 
he 7 
ant oo er nae , se bite = . 
. Teh RTS PY | Ne i wot) 1S -erog 
h 
a & JOH 
ote! ' i on? 2 er fe : eS “ ging mee wr 
rh has asad eee r=; * a8 ae é a ‘0 Mal ee eai Sd 
A x 
Oe es 9 75, * )- peiwat Inks . r ~ a with? - “~ % 
gees oft mee. oe iatpierd gatch to, de 
' 
7 Av) 
i , *% ws “1 v eel gra Aer ite 
; age P a ' oes 
a Lt tet tek gy Aeag Jpevel eit satiny 
“i ‘ —< v 
i * fs us re | ak 4 1 22 ya, 8  . 
. efter! aid i] 32a Geewol at 
*- i> a $ 
erie ie 4's — Bart s “* ot ee apt <o9-9e) 
(OLOT. &h Sh ges tae 0 a SY SEAM EA Ree 


e4 
Ae aie a: . 
n ' : 
A mart _ Wy 


eo Set Mr. Keith 


would you allow a distinction between a fast moving 
article on which the percentage cost might be, as 
you suggest yourself, a great deal less than on 

a slow moving article. Would it allow for a dis- 
tinction there? 

MR. KEITH: That is why I suggested that 
addition at the end with respect to these articles 
that are, I think, recognized articles. Ihey are 
all staple food lines with a turnover almost 
daily. They have a very rapid turnover and, by 
tradition, they have a very low mark-up. Then, 
that mark-up, which is recognized, should be 
taken as the mark-up of those articles. 

THE CHAIRMAN: There might be others. 

MR. KEITH: There might be others, yes. 
We spent hours upon hours trying to figure them 
out. And I noticed the chain stores listed them, 
and some other briefs listed them, too, And we 
had listed them. And I have discussed it with 
these people, and they seem to be pretty stock 
items, when it comes to the trade. 

THE CHAIRMAN: Do you include cigar- 
ettes as an item in that category? 

MR, KEITH: I presume so, although the 
mark-up on cigarettes #s guite sufficient to 
take it out of this category at the present time, 
They make a pretty fair mark-up on cigarettes, 


really. 
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THE CHAIRMAN: Even though they are 
selling at these lower prices. That: is they 
are not really loss leaders? 

MR. KEITH: No, they are not, really. 
They have not been in that category in the sense 
that the mark-up charged on them, when you Ficure 
4t out on the dollar basis, is a pretty fair 
return. That does not apply to these staple 
lines which turn over daily, such as bread, mi Lic, 
sugar, eggs, butter and shortening. Those lines 
are really carried by all merchandisers, I take 
it, just as a service to the community and, 
looking at it from the standpoint of the consumer, 
as a necessity. That is a service to them, Look- 
ing at it from the retailer's point of view, it 
is a necessity. Because if you do not stock 
those items, and people have to buy them, it means 
that they have to go elsewhere to get them, 50 
you practically have to carry then, 

THE CHAIRMAN: Everybody leads with 
those articles? 

MR. KEITH: Yes. And those entteles aL 
have standard prices--usually a cent, or some thing 
like that, on an article, That is the fixed 
mark-up. And it is practised in that trading 
area, There may be slight variations in different 
areas; but in that particular area iG te the 


accepted fact that on a loaf of bread a retailer 
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makes a cent, or on milk he makes a gon. oF 
whatever it is, It is not really a percentage 
any ail, 

It has got to be an article in that 
category that turns over rapidly, as the 
Chairman has said; I would say almost daily. 
Because these items are sold almost daily. And 
they are low-priced articles, usually. They are 
staple products, They are staple articles, 
staple products, that everybody uses and every- 
pody buys. They are definitely, I think. 
pet ale ab so far as my inquiry into the Piero 
has gone--everybody seems to recognize them in 
the food department, anyway. And they are dis- 
tinctive in food, I do not know any other trade 
that has those classes of articles. 

MR, WICKWIRE: Mr. Keith, at page nine 
of your brief you set out comparisons of operat- 
ing costs of your food chains as compared with 
the national average for the independent stores. 

MR. KEITH: Yes. 

MR, WICKWIRE: We had some discussion 
about that phase of the matter when we were lis- 
tening to your brief. 

MR, KEITH: Yes, 

MR. WICKWIRE: If there has been some 
misconception in the reading and comparison of 


the figures--- 
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MR. KEITH: I do not see-- 

MR, WICKWIRE: I am just saying "if there 
has been" and if the costs of the average indepen- 
dent store, including the salaries of the propri- 
etors, bring the costsa bit over the chains, your 
suggestion contained in section l (con. your 
new draft in substitution of 498 (C) is not going 
to help your people very much, is it? 

MR. KEITH; No, it would be the other 
way around. If the loss leader practice had 
peen carried on by the chains, it would be of 
advantage to them, in a defence that they could 
add in there two per cent more to their costs of 
doing business, 

MR, WICKWIRE: If it turns out that the 
chain's cost is lower than the average independent's 
costs, should you not have a clause in there some- 
where permitting the merchant to meet competition 
in good faith? 

MR. KEITH: well, I think that we have 
that in our suggestion, where you are allowed to 
use the lowest manufacturer's selling price, plus 
taxes and transportation, plus the lowest cost of 
doing business to the particular class of trade 
that tp faiis neo. 

MR. WICKWIRE: If you are happy that 
it is there, all right. 


MR, KEITH: Oh, we are quite satisfied 
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with it. Because we want it to work the other 
way. If they cut prices, and ‘the’ independent 
retaiier nas to cut his prices ‘across the ‘street, 
to meet them, he does not wish to be faced with 
prosecution, eltner., Heryants to.use figures, 

if he has to,. to defend himself. 

You have to have it both ways. But, 
frankly, this is a point that has been worrying me 
a little bit before. We are dealing here only with 
the cost of doing business. We are not dealing 
with the cost of the article, Whatever it costs 
the chain store to buy that article, if they can 
buy it cheaper from the wholesaler than the 
independent can buy it, or if it runs its own 
wholesale, and gets it cheaper through them, that 
has to do with the cost of the article, What I 
am dealing with in here is only the cost of 
service, 

MR. WICKWIRE: The cost of doing business. 

MR, KEITH: The cost of doing business, 
which means service. We are a service association, 
In our costsscr- coing Bas ihaeae we are prepared 
to compete with any chains on that basis, any time. 
And I think we do compete, and I think we compete 
successfully. 

MR, WICKWIRE: You probably agree that 
perhaps a customer should be given his choice 


as to whether he wants to buy service--- 
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MR, KEITH: That is right, 

‘MR, WICKWIRE: ---or whether he wishes 
to buy an article from a dealer who does not give 
service? 

MRYAKEITh:  WPnetais right, 

MR, WICKWIRE: And you think that he 
should have a freedom of choice? 

MR, KEITH: Yes, absolutely. And we 
are not afraid of that freedom, We welcome it 
because we ean and our experience has shown, 
that we can compete successfully against that. 
Because there are a large number of people who 
want all sorts of service, 

MR, WICKWIRE: There has been the 
suggestion from one or more who have appeared 
before this Commission that the customer should 
be forced to pay for salesmanship and service, 
whether he wants to or not, I am glad to hear 
that statement from you, 

MR, KEITH: Salesmanship pays for 
ttecir, definitely. It 42s like advertising. 

THE CHAIRMAN: You mean, if it is good 
salesmanship? 

MR. KEITH: Yes, if it is good salesman- 
ship or good advertising it carries its own 
weight. Otherwise you are out of business anyway. 
I do not think we expect people to pay for that, 


We have to take that out of our overhead. 
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THE CHAIRMAN: I see it is almost 
12:30, and perhaps we should adjourn now enol 
two o'clock, 

MR, WICKWIRE: I have almost finished 
my examination, Mr. Chairman, 

THE CHAIRMAN: Well, unless we 
adjourn now, we would not be back by two o'clock, 
The Commission may have two or three questions 
to ask, Perhaps we should adjourn now and con- 
tinue after lunch, 

MR. WICKWIRE; All right. 

THE CHAIRMAN: It may take only a 


few minutes, but one can never be sure about that, 


---Luncheon adjournment, 


iP 
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---Upon resuming at 2:00 p.m., Tuesday, 


September 14, 1954. 


THE CHAIRMAN: Mr, Wickwire, you may 
proceed with your examination of Mr. Keith, 
MR, WICKWIRE: Mr, Keith, referring 
again to your proposal contained in the last 
page of your brief, section 1 (c), you say: 
In the absence of proof of the cost of 
doing business such cost shall be prima 
facie the lowest operating cost shown by 
the Dominion Bureau of Statistics! most 
recent report for the type or classifi- 
cation of trade involved, 

Now, I understand that the D.B.S. only show 

averages, 

MR, KEITH: That is right. 

MR. WICKWIRE: Now, how would it be 
possible, in the practical working out of your 
suggestion, to show the lowest? Do you mean 
the lowest average? 

MR, KEITH: Yes, the lowest average, 
except for the exceptions which IT mentioned 
on the staple articles which have abnormally low 
mark-ups, by tradition, 

MR. WICKWIRE: They would be excepted; 
those articles would be excepted from your 


proposal? 
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MR, KEITH: Yes, quite, 

THE CHAIRMAN: Would they be excepted 
entirely? 

MR. KEITH: No. I think in that case 
that the traditional mark-up recognized by the 
trade would be taken. That was my suggestion-- 
"recognized by the trade"--and that that mark-up 
should be taken as the mark-up for that product, 

THE CHAIRMAN: But anything below that 
would be regarded as a loss leader? 

MR. KEITH: Yes, anything below that, 
It would be quite small, anyway. 

THRE CHAIRMAN: It would eliminate any 
reduction in price, though, with regard to those 
articles? 

MR, KEITH; Well, not entirely. But 
probably practically it would, yes--in practice 
it would, very very closely. 

MR, WICKWIRE: You must be thoroughly 
satisfied that there is, as you call it, 4 
traditional mark-up on these items? 

MR. KEITH: I am told so, and I gather 
that that is the case. I gather it from these 
previous briefs. Because they mention them 
specifically, es well, 

They are exceptions; but I do not see 
really any way of dealing with them, except to 


except them, 
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Actually, of course, as I understand it-- 
and I think I tried to explain this before--the 
money invested in that type of thing, in these 
products, does not necessarily say that the 
retailer gets a low return for his money, Because 
they turn over every day. The vetailer reinvests 
that money in similar lines for the next day, 
making his profit again, There are not too many 
lines with which you can do that sort of thing, 
except the staple lines that people buy every 
day and that are in everyday-use. 

MR. WICKWIRE: Now, the D.B,S. averages, 
as shown in their printed reports, may I point 
out to you, are made up of a very wide range. 
There is a very wide range, in order to bring 
out the averages. 

MR. KEITH: I understand so, 

MR, WICKWIRE: But you would still be 
content to accept the D.B.S,. average? 

MR, KEITH: Oh, yes. Of course I think 
they are set forth in Volume 16, page 2897. It 
sets forth these same items Mr, MacAulay set 
forth--coffee, sugar, butter, shortening, bread 
eno So. on, 7 

MR, WICKWIRE: Yes. 

MR. KEITH: I realize that it is a 
rough and ready rule, in one sense; but, on the 


other hand, I think it could be made to work, 
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because of the essence of the thing being really 
a continued practice of this type of thing, which 
would bring prosecution, 

MR. WICKWIRE; Would you or would you 
not include some clause about distress selling, 
and that sort of thing? 

MR, KEITH: Well, I take it that 
distress selling would not probably arise in one 
commodity more than once a year, or perhaps, at 
the outside, twice. If 4 merchandiser got him- 
self into the jackpot of having to dispose of 
distress items two or three times a year, I 
think he probably should be out of business, 
anyway. 

MR, WICKWIRE: And should not be mer- 
chandising at all? 

MR, KEITH: He should not be in the 
business. If he does that more than eet o 
think that would be a pretty good indication that 
he was doing it, not because it was distress 
goods, but because it was part of his regular 
program of operating in that way. 

At any rate, that would be my thinking 
on the subject. I cannot conceive of a man or 
an organization getting itself into the same 
jackpot over and over again, 

MR, WICKWIRE; Now, Mr. Keith, you are 


familiar with the brief presented before this 
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Commission by the Retail Merchants Association 
of Canada (Saskatchewan) Inc., which was 
presented by one Mr. Shelly? 

MR, KEITH: Oh, yes, I have heard 
about it. I will not say that I am familtar 
with it, but I have heard about it. 

MR. WICKWIRE: I believe your Mr. 
Rands, who is here today, was also present on 
that occasion, is that so? 

MR. RANDS: Yes, in Saskatoon--yes. 

MR, WICKWIRE; And that, as stated, 
that brief was endorsed by the Dominion Board 
of the Retail Merchants Association of Canada, 
Inc .? 

MR, RANDS: That is correct. 

MR. WICKWIRE: And that is your body? 

MR. RANDS; That is correct, 

MR, WICKWIRE: On page 2313 of the 
evidence, as contained in Volume 12, I quote 
from the brief presented on that occasion: 

We do not believe that in the food tielo, 
so called, price maintenance is either 
desirable or necessary. We do not believe 
that in the food field it is either 
desirable or necessary to provide legal 
floor prices by compelling pricing at 

not less than so much over cost. We 


believe that an adequate normal play of 


ee ¢ i am: errr Wt Mba net 4 es Copa 
ty : oat oat (wave ase) ? 












, : i a 





1 7 7 i 4, a 
: ' P i ry aay At See 
4 no : ‘ i e) ee ?? 
7 I et ete - hi ene: ww bednsaeng 
7 ? ~ S Nika 4 2 oer g 
5 Py : « 4 > ¥ hatter AM ; r 
‘ . i iss - 
, | # OW Was tae foe ai vor fs = a ; ee ; id ; Loe 
} . x Shia the .* ae , R | Ay 4 Weer 3 ae fr a Tt 4 ghee vods 
Lal " Sew ame vA 
y : “« ‘ a ; 
i : by A ie are: ; ou epy me 
i i «- ayy - ¥ 
i r s“ £ ae et a ¢ Tye rt: rs sre vd > 
| ae eo avai - tins at daiv 
, we rie rio a we eT re T ‘ ; via i ry ate ry : 
| . ne” 4 an +) SSP RTM ily pare be S Mis oOTW aM 
y' ; ‘ 4 f a * : 
ns a “iy, 7 
er rc i: +i warner omaha aed : ad 4 ho) ie ' : 
| en; DBE aay yebed eed ek ody | ebaee 
? f ry, f x. 
i 3 H ; - 4 
} tad ath r b , ‘ 
i] int a. ek ee a. a 
¥ " (78 sain BL eNO LESOD9 Jatt : 
: P ; ez, . oe : \ fs 
q eg RAs q P it 
(MOT ROOTRARES oh sey” ering _ eae . 
agg in Nal ; 5d ia | ey e <7 ng ms eye } 
7, «56 bth vie HE ,AM : 
he, : Fs 
| Bye vehi yin - hae | Cue bee : i 
: rr eat ts an POLOMIG BBW. Teter dads 
sy". ' + We 4 xd « 
f 
+ dead 3 ys oy, oe» eee, ee aos ep ae 
. : ee eres Pst iM Sa hte ecta 
] 
° 
, -* 
7 > % gen : i. 
5 4 A’ : he | g ra fh i sd 
i ; : 
rf ms cy 4 u * opal & , » . oe 
. 4 tad ’ Pi i W aw I “ Fa 
a n 
oe an folk 
» Y ae on 2 
£ ‘ : ‘ ray Fe j ti ® 5 | ‘7 : { 
f 2 
C ' * \ ¥ 
‘ ce eile 4 i Pe feet ly re} As Boe x) ¢ hive 
a . ws 
ii + rl Mu ~ 
SOORMBO oy Ha ts “whem loted Sedo 
m. A 
a 
Sh fe ' a) ’ 4 “5 » y “ ; : ; 
; ’ de ; = ; { i @ iP 
i ee en i 4 « 
aS Cw % [ ape x he i ‘Ty 7. z| 4 oe 
‘ ery Oe ay Icey c ree 
7 =F aa aft vi br aie " ‘, A he way 1O4 ha "| ; a: ro ri te yi 
3 + 
a... > ti fx ecw 
, i wt a3. oe ir - A om 4 ) YO f f 7 ‘ iy * 
aM 
1 , ' " 
| T obhwce *% 3o WORMEP HOR to olPeereed 
: by ae P yer ee a5 
nh . a _ es ; 
" ’ oe A toda ins ww iri Sa CoO % ‘et Ze% Perr: Te in rr 
. 1 = 
ae oW Pas > te 
r +e ‘ oa rs . a 
Cy Wi Aas oes Aaiiee tis alt vs0t 300 
a - o 
- a . bosy ' 
et. 7 ie t Smo ae Jenpore We Said evatrea 
? o —- 
: ry 





-3545- Mr, Keith 


honest price competition should be safe- 

guarded, 

That seems to be somewhat different, Mr. Keith, 
from the solution advocated by your group here 
today, does it not? 

MR, KEITH: Well--- 

MR, WICKWIRE: In other words--- 

MR. KEITH: We are dealing with--of course, 
the first statement is a statement of our views, 
that we do not believe in price maintenance 
legislation, 

MR. WICKWIRE: They do not believe in 
Aor LOOT. 

MR. KEITH: They do not believe in--- 

MR. WICKWIRE: In a floor. 

MR, KEITH: In floor prices at so much 
over cost. We do not believe in over-cost, either. 
We have a cost--that it would have to be sold 
below cost before it would be a loss leader, You 
would have to sell it below cost. 

MR, WICKWIRE: But under the system 
advocated by you, there is a floor underneath the 
cost? 

MR, KEITH: No, the cost is entirely what 
you can go out and buy an article for. If you can 
buy it cheap, then that is the cost, 

THE CHAIRMAN: Your idea of cost is the 


price, plus? 
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MR, KEITH: Plus your cost of doing 
business, 

THE CHAIRMAN: It is not jast what you 
pay for it as a dealer, but it is what you pay 
for it, plus your cost of doing business? 

MR, KEITH: Yes. 

MR, WICKWIRE: Based on an average. 

MR, KEITH: No. 

THE CHAIRMAN: There is a AO¢eti nein. 

MR, KEITH: No, it is not based on an 
average. It is based on an average if the--- 

THE CHAIRMAN: If you cannot establish 
Loe 

MR, KEITH: No, no; if the defendant 
on a charge does not care to avail himself of 
pringing books and figures into court and show- 
ing what his cost is. 

MR, FAVREAU: It would stiii.be bis 
average cost of doing business, 

MR. KEITH: It would still be his 
average cost of doing business, yes. 

MR, FAVREAU: It might not reflect his 
actual cost on that particular item? 

MR. KEITH: It might not do chat,” 2 
don't know. It is up to him to satisfy the 
magistrate as to what the cost is to him. And it 
is left open to him; and if he does not choose 


to give evidence on that subject, then the 
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section suggests that the dominion average pe 
taken, 

MR, WICKWIRE: The Saskatchewan people 
point out that the cost that they are talking 
about is the cost to a retailer, 

MR, KEITH: I have not read it com- 
pletely, but I think what they were taking was 
the wholesale cost, plus an arbitrary figure 
of 8 or 10 or 12 per cent, something like that, 
fixed on the wholesale cost, and making that a 
cost, which would be a fixed cost, then--an 
over-cost, pricing not less than so much over 
cost. But I am not trying to explain their 
brief. 

THE CHAIRMAN: Mr. Keith, there is a 
distinction between the meaning of the word 
"cost" as you have used it, and as it is used 
in the Saskatchewan brief. 

MR. KEITH; I think that is right. 

THR CHAIRMAN; You mean price plus 
cost of doing business? 

MR. KEITH: » Yes. 

THE CHAIRMAN: And they mean price, 

MR, KEITH: Yes. 

MR. WICKWIRE; Period? 

MR, KEITH: Yes, period. 

MR. WICKWIRE: Now, I take it that the 


parent body, which you represent, agreed on that 
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occasion with the Retail Merchants Association of 
Canada (Saskatchewan) in that submission? That 
was endorsed by them? 

MR. KEITH: I was told that they were 
approached to endorse it, and that they did 
endorse it--having in mind at all times, however, 
that they would make their own final submission, 
which we are doing here today, 

MR. WICKWIRE: My next question is 
this: Do they still endorse that submission of 
the Saskatchewan group? 

MR. KEITH: The national foods division, 
I understand, still does, of the Retail Merchants 
Association, 

MR, WICKWIRE: It seems to me that 
there is some contradiction between them? 

MR, KEITH: I think so, I think there 
is some, I am told that the national foods 
division still endorses it, But, so far as the 
remainder of the Retail Merchants Association is 
concerned, this is the presentation which they 
intended to make at all times, and which they 
do make as such, 

MR, WICKWIRE: Thank you; that is all. 

MR. WHITELEY: In the discussion this 
morning you referred to the warfare in retailing 
going on in the United States, And then you 


suggested some of the organizations that were 
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active in the United States might be parent 
podies of companies in Canada, and might estab- 
lish branches in Canada. I was not clear in my 
mind in what sections of the retail trade of 
the United States you considered that this war- 
fare was going on. 

MR, KEITH: Oh, I think it is going 
on in the whole general merchandising field. iG 
4s not confined to any particular division. I 
think, for example, in these department stores 
and discount houses, that they are carrying on 
this price cutting competition very definitely 
at the present time, and that they will extend, 
and intend to extend that into Canada. 

MR. WHITELEY: Some of the literature 
that has been brought to the attention of the 
Commission suggests that the discount houses 
are making it difficult for the department 
stores in the United States in certain fields. 

MR, KEITH: That is right. 

MR, WHITELEY: And that, obviously, 
two types of stores are carrying on the same 
type of retailing. 

MR, KEITH: They are not carrying on 
the same method of retailing, but they are 
retailing the same articles of trade, 

MR, WHITELEY: Another aspect which 


appears to be indicated by some reports from 
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the United States is that the discount houses 
are sort of an independent development starting, 
in many cases, from relatively small beginnings. 

MR, KEITH: I think that is probably 
go¢ 9 think, offhand, thet probably this chap 
Wosk in British Columbia was perhaps started off 
in a small way, and is branching out... Bub they 
are being met now by the retailing outlets 
adopting somewhat the same methods to compete 
in a large number of centres. A lot of the 
traditional department scores have apparently 
kicked over the traces and said, "0.K., if you 
want to fight, we will fight." And away they go. 
And they are starting to handle eRe a at 
east tn part of vheix establishments, in the 
same way as these discount houses are handling 
BS 

MR, WHITELEY: Yes, but I have not 
seen any indication that they are developing what 
you might call chains of discount houses which 
would be in a position to establish branches Tay 
Canada. 

MR, KEITH: I did not suggest that 
they were building any chains of discount houses. 
This practice of selling at below cost does not 
necessarily tie itself to the chain stores, « 
did not wish to give that impression in my 


presentation. 
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T did object to certain chain stores 
taking credit for things that I did not think 
they were legitimately entitled to take credit 
for, But I would not necessarily--as my Lior le 
poem indicated--say who starts this thing, oF 
who carries it on, or who finishes it. I do 
not think that is really important. I think Mr. 
MacAulay, in his brief, made the point that they 
never, never started these things. They always 
go and take a picture of somebody else who 
started it, or who they thought started it. 

That was enovgh for ther to get into wi sige 

T think, frankly, that, like the dog 
that starts barking, heaven sis knows, or he 
is the only one who knows why he starts. But 
once he dées start, they ave all into 5 Gripes a6 
after that, what difference does it make who 
started it? 

MR, WHITELEY: No, but the inference ti. 
got from some of your evidence this morning was 
that there are lergs aggregations of capital 
engaging in this economic warfare, as you call 
it, in the United States. 

MR, KEITH; I think there is. And I 
think there will be in Canada, JI think we are 
edng to see a real battle in our city of Winnipeg 
tn the next couple of years between two of the 


pig financial institutions of this country.’ —f 


are my ae. as i ie a4 
por whi - a) di 
















ea 
Sng 


eal ae Pipi peer naive sine = 
ans ra tie. tila’ Waontniion 36 dace as fo tan 
(| Agama eeeaine ge pul iier «  -Redecae 
ak | 7) a odes Wines of ees et eae say de 
italia aay, bee. Drawn Mg he ce Ries 
at 7G ephal, phe araineat: reseed sbi Jedd 
ve, | peb-rat oe er stows ove Bad vino oy 2” 
(Bart the Ae A a kaa este nob’ 6 ean. 
cay Gaim at Monks pened ah Pais tard <otta” 
| | i Dag | ee benuate®: 
i aortomatigh cd ie on, iho Ot 
er a icine ane Bodetiny Gare | 20-8 aah aba 
eas Sime; er, tite ache ai lt . ae: Vad weed Yaad 
5a Pic ea: RC cotliads pilvasie na WEAK, ted wilaagae - 
cae ae pea ‘pedal etd he ea | 
cat cla le ESE ae i ro. eed 
on. i a ee 2 Sakae 
See ees See ee 
“ts, o < tila A taps’ tren St ab oa 
4 “iaeniate igi Led danget ied 











as o5a> Mr. Keith 


think when Simpsons-Sears move in on the T, Eaton 
Company, who think the town belongs to them--I 
think there will be a regular fight. And in the 
process of that fight there are a lot of LITTLE 
people who are apt to get hurt, in between. And 
it may quite well be that these two big organiza- 
tions--and I only use that as a possibility. 

They may not have in their minds destroying the 
little operators, at all. They may be thinking 
only of themselves. But, meantime, like the 
chicken that is standing around while the 
elephant is dancing, the chicken is likely to 
get trampled on, 

All we are here for is to try to get 
the independent retailer to stay in business, if 
it is possible, and to point out that the 
independent retailer does give service to the 
community and to Canada as a whole, and in all 
kinds of areas across this country where the 

probably 
big organizations /never will give service--and 
also, right next door to the big organizations. 
And they are doing it on a sound and economic 
basis. And they play an important part in our 
present system of distribution. 

I suggest that the part they DLay es 
a most vital one, from all points of view. We 
are here simply to put. forward their ideas, in 


the hope that they will be allowed fairly to 








Ot mel. Bete | tile saiegee 4 


myn Wy i o hak ee a eee " ly tas ; 
=! AW Ts HO hess Ag Wai bea i hit (9 ws fy a ert 


©, 
») 


sa 


1 
- lee 2 


4k > FORA oS ie i en : 
J eee & Bs Tone Bey 
2 


x Ue i ; a y tb 
per eral Lares ae. Ni ee or x Pe & ee J i oo M ny? 
Br ns) Le Lure @ lk id fay Levies iS 2ay Bit. pO Yoo Yea. ; 
? J ) ‘ r, i 
} , at » ‘¢ d J : i ra 
6 # Ob PZ be ‘4 ¥ ¢ (a Fe - | exe tT ‘Teg eicgtti 
rs 
+ A : + 7 : 
{ a: Pied salt sty moc? Vite 
med + { y ¥ in gat spt he ay “i & (0 - wahtin 
Mur wk J i } Shae ‘al =F i ae rows ri30 
— ie ee ey x Peon ee eee ee ee Pe 
uy i. tus 9° ate leh 8f Taadgeie 
f | : 
a ee eee: ms 
sO SALOUWETY  F 6x 
, 
fr * rs 
' a ; i > ow DIA 
atm: r eee f . - shire an aber a 
u 4 { f,' ‘ v bhi cis | Six raf, 
5 a he es > a 
aD ) why Wa I » ew) £3 a ci a | i 
' 
i PY Ww ey rt t af Le 3% r rey yi as yy eHirt 
R 7 
t , i ev Reig) 4 DATs W LTA ws Lovin ate 
, a9 ad Z o rn * 
PTI . OTOL Ge es HL GiOe rsets TO Sk rbot 
; { a 
4 ek 1 Ps Y \* 5 % ay = ‘ 
hati h dich ewe Ok, BE ES av t 1 \ ? Lig dt tone nite bate AS 
regs 5 mes ~ “ s . c - ps 
lentingito: ofd edit. od + wt Ginky Soela 
Pes: . “4 : 4 . — ’ 4 
MS fiide Might bee Lee ule tt fds Bet oe @ yortd Tt 
1 *. ab ‘ Bl ’ - ra hem a _ 
rise it r «pha ai¥ earGe ye hc ' 7 re v xs were d 
r + - } * » ‘ a, 
Cobia etelh ‘io wedeve dxeaeag 
Pld anatae 3 
ray wah , ae 4 
ag ve i Catt Yxed O6d Yadd 2 segaret 
4 : : , 
ae | a ie Died had] ~ 
ew <wase 1 Ad: Lie gir? . ed Lediv. deo » 
ts 


UE: 


os wuet ‘dew P if a lee! I Law yo 


er eredtaohty 
SEYGEL 20 (Sc! ad heew oeeely teh Madd*20' | eesdony 
| ae ona’ ony eiqovg 
tishe of tue gem cht 


¥livo' has~taco fd 


t eaebh adit) Sage Gay ot 
















"Gate erot ete 


a 2 - 
2 #aii3- eqon 


aay 





—jooo> Me, Keith 


carry on their work, and will not be faced with 
a situation of loss leader selling which, 
frankly, the smaller merchants cannot compete 
with, It is wust beyond their power to compete 
with it. If some big organization definitely 
starts out to make that a policy of its 
merchandising, then the small merchant is beat; 
he cannot compete against it. 

THE CHAIRMAN: But, on the other hand, 
some of the stories of these concerns which are 
purportedly engaged in loss leadering indicate 
that they began that practice when they were 
quite small, and that it is while they were 
carrying on these alleged practices that they 
grew big. 

MR, KEITH: Sure, 

THE CHATRMAN: So it seems to me that 
the little fellow can compete sometimes by 
doing that sort of thing, 

MR, KEITH: Well, I suggost that maybe 
an indétviduel merzhantican compete, but: Teden't 
see how the community can compete or benefit on 
that basis. It is not to the interests of the 
consumer and it is not to the interests of the 
people generally, Just because some fellow gets 
ahead of another fellow on a deal of that kind 
does not excuse or justify it, 

THE CHAIRMAN: Wo are not discussing 
at the moment whether it is jvstified or not, 


It-is just a question of whether the little 
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fellow can compete; and I say that in some 
circumstances apparently he seems to have been 
aple to do so, 

MR, KEITH: Surely. I quite agree that 
the little fellow can start a fight like this, 
just as quick and as fast as the bigudel dow.) pin 
facet, according to Mr., MacAulay, it is always 
the little fellow who starts it. 

Of course, I do not think he needs much 
excuse sometimes, But Mr. MacAulay maintains-- 
and probably he is right--that it is always some 
little fellow who starts it. I don't know. But 
my point is that I do not think it really matters 
who starts it. 

MR, FAVREAU: In the case of a retailer 
who would be accused under your proposed section 
4g8 (C), should he choose to rebut the presumption 
created by the fact that he has sold at less than 
his cost, plus the average cost of doing business 
as reported by the D,.B.S. in similar enterprises, 
and try to establish that his actual costs are 
lower, how do you foresee the possibility of 
establishing such proof? Would you prove ay, 
the average cost of doing business in this 
particular concern, this business concern or 
establishment, in the previous year? 

MR, KEITH: I would think it would be 
the previous year's operations, He would take 
his expenses, show his light and taxes and rent 


and salaries, and show the volume of sales that 
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he had, and show what percentage of that volume 
his expenses were. 

I do not think it would be too aiffi- 
cult. I think every retailer who is in business 
must do that, anyway--if he files an income tax 
return, I am pretty sure he would put in all 
his expenses. He knows what they are, and he 
knows what business he has done. 

Tt is simply a very simple arithmetical 
computation to find out what percentage his 
expenses were, If he is doing business at lower 
than average--well, then, surely he should be 
entitled to use that in his defence. 

MR. FAVREAU: I suppose Lt woulay be 
nearly impossible to identify the actual cost 
which attaches to the merchandising of one 
particular article in a store? 


MR, KEITH: I do not think you Souls 


THE CHAIRMAN: The difficulty is ,--and 
I believe this is what Mr, Favreau is getting 
at--that there is apparently quite a wide 
variation in the cost of handling different 
articles, even apart from the staple lines to 
which you have referred as having fairly tradi- 
tional fixed mark-ups for the dealers. For 
example, take the ordinary furniture dealer. He 
considers that he has a higher cost of operation 
than a grocery store operator, 


MR. KEITH: That is right. 
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THE CHAIRMAN: And even within the 
furniture business, there will be items which 
move fairly rapidly, as against other items 
which perhaps will sit on the floor LOT sit 
months or so before they are disposed of. 

That, in itself, means a variation in the cost 
of operation, And then, there are variations 
also arising out of the amount of space required 
and the amount of packaging and handling, and 
whether any real salesmanship is required to 
sell it, or whether the goods will sell them- 
selves pretty well. 

There are all sorts of things which 
enter into any true appraisal of the actual 
cost of handling a particular article. 

MR, KEITH: I realize that. 

THE CHAIRMAN: And what Mr. Favreau is 
Petting stm beddever) ts that if you set a fixed 
rule of the average, then you force up his 
average right away; because he can sell nothing 
pelow that average which he has been doing. 
Everything that was below the average goes up 
to that average; and then his average goes Up 
again. The point is, where do you stop? 

MR. KEITH: I realize that, But aa 
practice, actually, as the evidence has or 
as it has been produced to this Commission, the 
number of items that lend themselves to loss 
leadering are not numerous, They have to fall 


into a category of price range, size range and 


Ch 


a 
2 


? us 20 Ke ” y @ one 5 Nits | . 
a tors i 4a ee} 
fataw "sages oo rap ; as xf 
Ries a’ o& Ri ; 7 
ot = it nae 


| “dos eid at aonoatwsy, a ‘Snaon these Pt ean 
sitohdatrae 8. ‘erred. OBS bk | snaktereqe 20 
_beetopen enya ta: dees 89 to am antelne 
biti yank Chet baa antgavond: 0 Puasa. ort ps 
| ey ‘Dberhupar: ek! thdenootetan’ hacer Yas asd odw 
ty: saat) AGH hae soon seta ccncta i 36 att ELea 
Pa) | a ie neat ona eoulee 
| ctoketw exprhet vie sda» the oe ps7 | 
fag? on) ee) "he ee tuna, au tas ovat Te) te 
‘ baits. malar f Sf cap a paki onedt 30 Seeo 
steeds okt ashe. X HELEN, aM 
at SEVER, CM hen beth: DAMA, SH? . | 
Seat ‘B, des, Fi ad | tadd et evetted ha vis antiien 
# ke! Pr Ora my agai 2pettews eet 19 eLucr 
inition dive time mek; peuenad ah saabs apaneys 
| « Bitot Hose east oat Hokey omerove toes wind 
oH Poem SARONS ant-wetad cow dae. gotiityse 
1 ‘oe Atay bist parts Dro LOgnTens, ‘asta 92 
Binet oD satel at satoe od? ALGRS 














3 Mr, Keith 


type of thing to be a loss leader. 

In other words, I do not think there 
would be anyone selling Steinway pianos as loss 
leaders, or Cadillac automobiles, or Chesterfield 
suites costing $400, or things of that kind. If 
the price is high--vell, a loss leader has got 
to be something that will attract a lot of 
people into a store, And that means that it has 
got to be an article that a lot of people would 
have a possible use for and would have the money 
available to purchase, 

As you know from the evidence that has 
peen put forward here--for example, this General 
Electric Company uses kettles and toasters and 
things like that. They are smail items, You 
do not see them using General Electric stoves 
selling for $350 as loss leaders. 

They have got to be within the realm 
where a lot of people can buy them if they are 
put on sale, And they have got to be something 
that is nationally known, and the price is 
recognized in advertising fos Mews oo, iL. 
no one in general knows the price of it, it 
would not serve as a loss leader, because it 
would not entice people to come Into “tne SGore:, 

I suggest that, in practice, the 
range of articles that lend themselves to loss 
leadering are within the middle bracket of 
price, size and number. They are the type of 


commodity that a great many people would buy. 
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That excludes a lot of articles that 
you might mention, such as big Chesterfields, 
and that sort of thing. 

THE CHAIRMAN: Well, in so far as a 
good many advertisements which have been 
prought to our attention would indicate, it 
does not seem to exclude large white goods 
appliances such as stoves, washing machines, 
Frigidaires, television sets, and the like. 
Perhaps television sets would not be classified 
as white goods, But I am referring, you see, 
‘to fairly large electrical appliances, in which 
the advertised prices run into hundreds of 
dollars, but the advertised cuts may also be 
4100 or $150. There has been a good deal of 
that kind of advertising. 

MR. KEITH: Of course, that is another 
problem entirely--the fair trade practices, 
honest advertising, and so on, I suggest in 
many of those cases that you mention--if not in 
all of them--that actually there is not a sale 
below the cost, within the definition. 

THE CHAIRMAN: Perhaps you are right 
in that regard; but they have been brought to 
our attention sometimes as loss leaders. 

MR, KEITH: I know that; but I do not 
think they are loss leaders, really. Like a 
lot of people say about cigarettes, brevou 
actually analyze the mark-up on cigarettes, 


you see that it is a fair mark-up. 
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THE CHAIRMAN; Even with regard to 
these traffic appliances? 

MR, KEITH: Yes. 

THE CHAIRMAN: General Electric and 
Westinghouse, irons, toasters and so on? 

MR. KEITH: Yes; they have a pretty 
fair mark-up. 

THE CHAIRMAN; But a lot of the dealers 
who have appeared before us, some of whom have 
been alleged to be loss leadering in these 
articles, have all maintained that they made 
Si pron, OA yooenr, 

MR, KEITH: Well, I know we made a 
pretty extensive study of that before coming 
down here, because naturally we were kind of 
conscious of the fact that you would want 
fastances of Vt’, 

We looked into those articles, We got 
a Wot of ads--I havea whole briefcase full of 
them here--and, on analysis, these wonderful 
bargains advertised here do not turn out to 
be anything near as wonderful as the reading 
of the ads would imply when you get there. 

THE CHAIRMAN: Not any more advan- 
tageous anyway? 

MR, KEITH: No, certainly not any 
more advantageous, anyway, than the ads imply. 
And to call them loss leaders or to possibly 
fit them into the definition that we have-- 


well, we simply could not do it, that is all. 
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Becase in those cases, at least in Canada, up 

to date, they seem to have been making a mark-up 
on them. But that does not apply to these small 
items, where they actually were giving them 
away at less than they paid for then. 

THE CHAIRMAN: Would it be your 
opinion, then, Mr. Keith, that there is a good 
deal of leading used in the retail field, but 
very much smaller proportions of what might 
more properly be described as loss leading? 

MR, KEITH: That is right. 

THE CHAIRMAN: Do you think loss 
leading is extensive at all in the proper sense? 

MR. KEITH: I do not think it has 
peen for the last few months, no, Wé found con- 
siderable difficulty in getting concrete examples 
of vit ysases matter .of fact. But everyone has 
peen most careful and cautious on this subject, 
and I think it is only natural that they would 
be at the present time. 

THE CHAIRMAN: I take it from your brief 
ana from the statement you have made now that the 
Retail Merchants Association does not object to 
leading, but only to loss leading, as you have 
described 1t? 

MR, KEITH; Oh, the Retail Merchants 
Association is set up, and its purposes are to 
promote fair and proper trade practices among 
themselves, for the benefit of retailers and 


for the benefit of the general public. That 
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1s the purpose of this association, 

It is a non-profit organization that 
is subscribed to by retailers. And, as I say, 
its objective is to do away with this misleading 
type of advertising and overcharging on items 
. which accompany it, which counsel for the 
Commission asked me about today. 

THE CHAIRMAN: But that is not what I 
was getting at. We are not discussing at the 
moment questions of misleading advertising or 
deceptive practices; but it is quite feasible, 
it seems to me, that merchants might lead, in 
the sense of cutting what you might ordinarily 
regard as his regular price for the purpose oF 
leading people into his store to do business. 
All I wanted to do was to find out whether your 
Association objects to that particular practice, 
or only objects where the cut is so deep that 
it amounts to a loss leader, 

MR, KEITH: Only where it amounts to 
a loss leader, yes. 

THE CHAIRMAN: That is what I gathered. 

MR. KEITH: Yes. Oh, no, those prac- 
tices are definitely carried on. Whether the 
rank and file of the Association like it or 
agree with it or not, they are going to go on, 
All the Association can do is set up standards 
and say to its members, "Now, we expect you to 
live up to begs standards." 


THE CHAIRMAN: And when you say they 
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recognize it is going to go on, you mean they 
recognize that it is impossible to prevent, 

Mi. KEITH: Yes, 

THE CHAIRMAN: That there are various 
devices by which, if a retailer wishes to give 
S reduction, he can cdo so, 

Ma. Bee lass Yes, 

THE CHAIRMAN: There certainly have 
been instances given to us of methods by which 
prices can be reduced, while still apparently 
keeping to the list or the suggested price, 

MR, Kelty. Yes, quite. Of course 
it is always the other fellow who does it, you 
know, 

THE CHAIRMAN: Your Association 
recognizes that that would happen anyway, I 
suppose? 

MR, KEitds Well, Chat ts right, 
After all, the people who are doing these 
things are members of our Association, We 
might as well be honest about it. We can 
frown upon it if we like, and say, "Now, now, 
you should not do that"--but that is all we 
ean ao, 

THE CHAIRMAN: Mr, Wickwire, do you 
wish to ask any further questions? 

MR, WICKWIRE: Yes, there is one 
question I omitted to ask. I refer to page 
nine of the brief, the third to last para- 


graph, where you say; 
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What they cannot compete against 1s the 
power of millions of dollars, used as a 
bludgeon to destroy them one by one, 
Not only do the vast resources of these 
financial giants enable them to absorb 
losses, but since they have numerous 
outlets, the loss in individual centers, 
or even in whole provinces, can be buried 
in an overall profit, 
Have you any evidence, or are there any circum- 
stances you know of where that has occurred? 
MR, KEITH: No, except that in the 
brief submitted here, for example, that Safeway 
atores make an overall profit, and Mr. MacAulay 
says, "We are not in business to lose money. 
We are in business to make money and to make a 
profit." And he puts in his figures showing 
their overall-operations and showing that they 
make so much percentage on their gross sales. 
But that is no guarantee that, in individual 
instances, they are not actually losing money 
on individual articles or even in outlets, 
certain outlets. 
MR. WICKWIRE: That is presently 
illegal, is it not, under the Criminal Code? 
MR. KEITH: I do not know why it Is 
illegal, How could it be illegal? 
MR, WICKWIRE: Your suggestion is that 
they deliberately, in a given center, or even in 


a whole province, sell goods at a loss for the 
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purpose of eliminating competition? 

MR. KEITH: It is quite possible that 
they do that. 

MR, WICKWIRE: Whereas, in the overall 
picture they make a profit. You say that that 
has been done? 

MR, KEITH: No, I say it is possible 
to be done, It is possible to be done, But 
an individual outlet which has to stand or fall 
upon that outlet, has got to sink or swim on 
what profit it makes. If it makes a loss, 
then it is a loss, 

MR, WICKWIRE: May I point out to you 
that in my view at least that language is very 
strong language. And if there is any charge, 
or if you know that that has taken place in 
Canada, then I think the Commission would like 
to have instances of it. 

MR, KEITH: No, I do not say that, 
For example, in this tobacco war that we had in 
Winnipeg; it raged along there in great style 
for a while, But it was not going on anywhere 
else. And it cleared up there eventually. If 
it had carried on very much longer there were 
’ several tobacconists in Winnipeg who would have 
had to close up their businesses, who would 
practically have disappeared. 

MR. WICKWIRE: So that, was that 
tobacco war you speak of in Winnipeg a war 


petween different manufacturers or--- 
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MRY KEITH; Wo. 

MR, WICKWIRE: ---or different retailers? 

MR, KEITH: Safeway Stores started 
selling cigarettes at a price below which cigar- 
ettes could be purchased by the retailers. 

MR, WICKWIRE: You do not know who 
started that one, I suppose you would 
refer to your poem again, 

MR, KEITH: I do not know who started 
it. It may have been Shop Easy, or some other 
store. But I know who carried it on, and the 
disastrous effect it had on the tobacconists 
in that town who had been in there for many, 
many years, Some of them had been there 50 or 
60 years. 

MR, WICKWIRE: I suppose some of them 
are members of your organization, 

MR, KEITH: I do not think so--are 
they? They seem to run their own affairs. . But 
no one else was worrying--in Vencouver or in 
Montreal--about the price of cigarettes. But 
those fellows were right up against it. They 
were going out of business. If it carried on 
much longer they would have been broke. 

From then on, I suppose, the chain 
outlets would have been the ones to sell 
cigarettes, That is all there Tevto db, Because 
it is hard to get back into business again. 

MR, WICKWIRE: I suppose if the 


instances to which you have referred had been 
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started by one of the independents, that the 
chains, in self-defence, would have had to 
meet them? 

MR. KEITH: I suppose so, 

MR. WICKWIRE: And I am not defend- 
ing the chains; but that is the way those 
things sometimes start. 

MR. KEITH: I suppose they at least 
allege that they have an excuse for starting 
it--but whether there is one or not I do 
not know. But I know the results of it. 

And it is pretty disastrous, I can tell ene 
for the poor fellow who is trying to make a 
living there and who has been making a 
living. But there is a case where a loss 
could occur in one spot, and be entirely 
swallowed up in the organization, In fact, 
the other outlets in that chain probably do 
not even know that it is going on, and care 
ieee 

MR, WICKWIRE: That is all I have 
to ask, thank you. 

THE CHAIRMAN: Thank you for coming, 
Mr, Keith, If any others of your delegation 
wish to add anything, we will be quite happy 
to listen to them, 

MR, KEITH: Thank you very much. 

I believe that is all we have to say. 
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REPRESENTATIONS: 


Retail Tobacco Association of the Province 
of Quebec: 


H. J. Garfinkel 
Ene 

THR CHAIRMAN: The next brief with 
which we will deal today is that of the 
Retail Tobacco Association of the Province 
of Quebec, I believe My. Garfinkel repre- 
sents them. What is your full name? 

MR. GARFINKEL: Harry Joseph 
Garfinkel. 

THR CHAIRMAN: And what is your 
position with the Association--just in case 
it has changed in the meantime? 

MR, GARFINKEL: Honorary President, 

THE CHAIRMAN: You are still 
Honorary President? 

MR. GARFINKEL: Yes. 

THE CHAIRMAN: And are you associ- 
ated with anyone in the presentation of this 
brief, or are you alone? 

MR, GARFINKEL; Alone. 

THE CHAIRMAN: Then, Mr. Garfinkel, 
you may proceed to read your brief and then 
discuss it, or you may discuss it as you go 
along. 

MR, GARFINKEL; I shall read it 
right through. 


THE CHAIRMAN: Very well, the 
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same as you did last time, 


have 


who, 


MR, GARFINKEL: It is as follows; 
The small tobacco retailer's problem as 
presented to this Commission on June 7, 
1954 at Montreal and previously thereto 
on May 20th at Ottawa must be carefully 
analyzed by this Commission so that in 
its final report to the Government of 
Canada a solution of this problem may 
be orreved., 

In a brief, submitted on June 7th, 
we asked for tobacco regulations of the 
kind that exist in France--through the 
Regie. There seemed to be some doubt 
in the mind of the counsel for the 
Commission as to whether this law still 
exists or whether it has been abolished 
during the past two years, We would 
confirm herewith that prices for tobacco 
in all forms, matches and playing cards, 
at all levels, are set by the Government, 
This does not apply to other commodities, 
MR. FAVREAU: Does not the Government 
a monopoly in France? 

MR, GARFINKEL; That is right. 

MR. FAVREAU: Owned and controlled? 

MR, GARFINKEL;: They sell to distributors 
in turn, sell to the small retail outlets, 


MR, FAVREAU: Like liquor in certain of 


the provinces? 
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MR, GARFINKEL: The same as the manufacturer 
sells to the jobber here, and the sabes see sieeeca yy 
sells to the small outlets. But all the 
purchases must be bought through the Government, 
similar to the Liquor Commission, when he sells 
to a tavern or a cocktail lounge. 

MR, FAVREAU: Thank you. 

MR, GARFINKEL; Then, to continue: 

Amongst the different reasons stressed 
by the Government during the debate concern- 
ing passage of the law prohibiting price 
maintenance, was the point that there were 
signs of inflation and that price mainten- 
ance should be prohibited in order to pro- 
tect the consuming public thereby suggest- 
ing an important relationship between the 
two. This proved a fallacy and this 
Commission has now been called upon to 
find the proper remedies through the 
report which it will make. 

we wish to list herein several 
points which show the failure of this 
law and at the same time would offer 
some suggestions that may solve the 
problem of the small tobacconist. 

1. Ina report emanating from Rome and 

published in the Montreal "Gazette", 
August 19, 1954 issue, and released 
by the United Netions Food and 


Agriculture Organization, farm prices 
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during the year 1952-53 fell by 17 per 
centuin the U.S.A. and ©3 per scent In 
Canada and were closely followed by 
wholesale prices but retail prices 
fell, in the same period, only 2 per 
cent in the U.S.A. and S per cent in 
Canada. We, the consuming PUbELey are 
at a loss to understand that if the 
farmer's prices have dropped by 23 per 
cent in Canada against only an 8 per 
cent decrease in retail prices, what 
has become of the 15 per cent in 
petween these figures? Is it possible 
that this money is being used for the 
opening of new SuperMarket food chain 
establishments that involve a quarter 
to a half million dollars per unit? 
Or, on the other hand, are cigarette 
cut-prices being used as a cover to 
hide other high profits food chains 
are making? In the final analysis, 
despite cigarette cut-prices, this 
could be an attempt to portray that 
chain food stores are operating 
profitably in the sale of cigarettes. 
This could be the sole explanation 

as to why certain food chain stores 
can make a statement that cigarettes 
are a profitable item at thelr pre- 


vailing cut-prices. To elaborate 
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further on this--in the September 3rd 
issue of the Montreal "Star", a 
Canadian Press dispatch shows the cost 
of living as having taken a sharp 
increase since 1952 when the law 
abolishing price controls was first 
enforced, In the index, based on 1949 
prices equalling 100, the jump was 

due almost entirely to higher food 
prices, mainly potatoes, beef, lamb, 
eggs, citrus fruits, tea and most 
canned goods. The only prices 
showing a drop were fresh vegetables 
and, por. «fois definitely shows that 
the argument relating price controls 
with inflation used in the debate 
when this bill was passed covering 
the major industries in Canada, was 
nothing more or less than humbug and 
nonsense, 

In merchandising, honest competition 
should always exist so that the 
consuming public are in a position 

to purchase at the best possible 
value but not dishonest or unfair 
competition, For honest competition 
that exists, from the manufacturer 

to the ultimate retailer who supplies 
the consumer, what better examples 


can we point to than the small 
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merchants who since the days of 
Confederation have built themselves 
into massive giants, such as, in Montreal- 
Henry Morgan & Co, Ltd., Dupuis Freres, 
Ogilvy's Ltd., Freiman Ltd., of siete 
the ©, Baton Co, Ltd,, and Robert 
Simpson Company of sy awe ey Woodward's 
of Vancouver and the Hudson's Bay 
Company. These organizations have 
competed very keenly with one another 
to the benefit of the consuming public, 
Thousands of other small merchants have 
been able to follow in their footsteps 
in competition with them, But they do 
not compete by the loss-leader practice, 
In the case of the small tobacco 
merchant, he is being kicked all over 
the lot by price malpractices of a 
number of large food chains, They are 
also forcing ethical food chains to 
follow in their footsteps in order vo 


maintain their clientele. 


We have the following suggestions to 
offer as a solution to these unethical prac- 
tices, either as amendments to the Act or by 
restoration of previous practices existing 
prior to the enactment of this law. 

The law as it presently stands is not 


practical for all Provinces. What might be 
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good for British Columbia may be 4 detri- 


ment to Quebec or Ontario. 


1. 


Our first suggestion is that the law 
be amended so that these matters fall 
within the jurisdiction of the Provincial 
Governments who best can decide their 
own resale price regulations, in the 
same way as in nineteen States of the 
Union in the United States of America. 
This has piven the small man an oppor- 
tunity for a fair living standard in 
serving the consuming public and has 
made it possible for him to live less 
dangerously. 

If this is not legally feasible, the 
Federal Law should be amended to read 
that any article under 4 resale price 
of 50¢ should be exempt from the Act, 
Multiples of 50¢ items when grouped 
together should be classified in the 
same manner to avoid the possibility 
of unethical merchants using a cello- 
phane strip around several of the same 
or different items to group them 

under a different price classification, 
In the tobacco field this would elimi- 
nate the price cutting of cigarettes 

in carton lots of 10 packages or tins 
of 507s), 


If the Federal Government does not feel 
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inclined to amend the law in this 

manner to cover Canada this power 

should be delegated to the Provincial 

Government, 

We feel that the members sitting in 
the House of Commons are, in the majority, 
Law graduates without proper training in 
Commerce and this lack of training is a 
drawback to their qualifications to enact 
laws dealing with commercial matters. chs 
few sitting members who have had such 
experience are in the minority and can only 
have taken the line of least resistance 
to have permitted such laws to be passed. 
It might be a good suggestion to see that 
civil servants who are used in advisory 
capacities to Cabinet Ministers be given 
a leave of absence at the expense of the 
Government, from time to time, to take 
courses in Commerce and Merchandising in 
the numerous universities throughout the 
country who offer this course. Our 
Cabinet Ministers would have been in 4 
better position to get the proper informa- 
tion from departmental heads had they 
had this training and thousands of small 
merchants would not be facing the 
deplorable conditions that now confront 
them in which they are unable to meet 


their overhead and gain a livelihood 
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for their families. 

It might also be a suggestion to 
invite the individual heads of these large 
retail department stores across Canada to 
sit in with your Commission to help 
analyze the situation and arrive at a 
just and equitable solution of this problem 
for those who are endeavouring to serve 
the public honestly. 

Something similar to this took place in 1936, 
when the late Right Hon, Mackenzie King called 
upon the late Arthur Purvis, President of 
Canadian Industries, as a businessman--not 4 
legal head or a lawmaker--to act as opecneatns 
in that crisis, of the National Employment 
Commission, in 1936. In those days we had 4 
crisis of unemployment, 

The late Prime Minister saw fit to 
bring in businessmen, Probably a group of 
these businessmen, who have competed keenly 
through the years, could go ahead Bnd Crier 
many solutions--because we notice that every- 
pody has a different opinion. We do not seem 
to be able to arrive at common solutions. 
what one would seem to think fair, another 
would think unfair, We do not all have the 
same theme or thought of what would be con- 
sidered a solution of our problems. 

T shall now proceed, Mr, Chairman, 


with one or two things that have occurred 
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since this brief was filed. However, before 
doing so I would proceed first of all to file 
the exhibits as they are set out in the brief. 
One of these is an extract from the Montreal 
Gazette, an extract from the Montreal Star, 
a copy of the fair trade law and the Unfair Sales 
Act of the State of Massachusetts; 79 sheets 
consisting of 75 names of Province of Quebec 
retailers who are suffering through these 
unfair price practices. This is formally 
presented, and it is a copy. The original 
was presented to the Minister of Justice some 
time ago. I am asking that they now be filed 
as exhibits, with my evidence. 

THE CHATRMAN: Then, we will file 
these exhibits at this, point, 

EXHIBIT NO, OF-6: Clipping, 


ontreal Gazette, Thursday, 
August 19, 1954. 


EXHIBIT NO. OF-7: Extract, 
ontrea tar. 


EXHIBIT NO, OF-8: Fair Trade Law 
amphnlet of the State of 
Massachusetts, 


EXHIBIT NO, OF-9: Several sheets, 
clippe n three groups, 
purporting to be a petition 
addressed to the Hon, Stuart 
Garson, Minister of Justice 
and Attorney General for 
Canada, 


THE CHAIRMAN: Then, Mr, Garfinkel, you 


may proceed, 
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MR. GARFINKEL; In the edition of 
the Montreal Star of Friday, September 3, they 
show a price index jump to 117, a record since 
Januery of 1952, That is just about the time 
price maintenance was abolished. 

In the United States, with 19 States 
having Fair Trade Law practices, the LOs4. “tndex , 
as of August 20, which I happened to forget but 
which I will send on to you to be filed--indicates 
that the United States Department of Labor figures 
which I got yesterday morning from Washington 
show the overall picture in the United States 
aseacost of living index ‘cof only 115. 

In other words, in baredal we for years, 
previous to price maintenance being abolished-- 
we all the time knew that our cost of living was 
on a lower cost per dollar than it was in the 
United States, But, with all our practices of 
abolishing price seaweenancte we find that we 
had two points higher as of August 20 in the 
United States as against September 3 in Canada, 
as released from Ottawa--117 in Canada as 
against 115 in the United States. That is 
based on the 1949 level of 100. 

In the same time food--that is, the 
general all-round, all-over rer in food-- 
and, by the way, we will file that report we 
got yesterday from Washington. Tne rood’, 
there is a slight variation. In Canada the 


food cost 1s 114.4, and in the United States, 
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as of August 20, it is 114.6. So you can prac- 
tically say it is 2/5 of one point higher in 
the United States. But taking everything all 
down we are two points higher. 

Those figures will be filed, official 
figures as we got them from washington, And I 
forgot to bring them with me when I came up 
here. But they will be sent up, and if you 
wish to give them figures, you can go ahead and 
mention those figures now, If you wish to Eile 
them now, I can take a memorandum for purposes 
of reference, and send them on, I can send 
them to Mr. Davidson, at the offices of the 
Commissioner, 

THE CHAIRMAN: When they are 
received from you, we can advise you as to 
what numbers they will ee 47 you. care) bo 
refer to them again, 

MR. GARFINKEL: Thank you. 

Now, I might mention that certain 
food chains--and bear in mind I am not attack- 
ing all food chains--certain food snree the 
same as a small man, a small merchant who 
starts cut pricing, and the next one follows--~- 
as we heard from the previous speaker, and we 
don't know who starts it--but certain food 
enetnee the business practices of those food 
chains are of such a nature that it forces 
the ethical food chain to follow, if they 


want to maintain their clientele, We had 
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an experience similar to that last week in 
Montreal. I want to give you an example of 
what took place, as far as food chains are 
concerned--and I will refer first of all to 
a little explanation which took place here 
yesterday, and which I took out of the 
Montreal Gazette this morning--by Mr, Tilley. 

I really don't know what he is 
talking about, frankly speaking. I don't know 
what he is trying to explain--if he explained 
anything--and if the newspaper report is what 
it is supposed to be--and I would like to be 
informed before I continue on, 

He says here that he does not think 
that a penny or two is an inducement that 
causes people to come to chain stores to buy 
cigarettes. And he also goes further on to 
say, "I do not think chain stores cuts bring 
more people in the chains to buy cigarettes," 
He also says that the purchasing of cigarettes 
has shifted from the man's job to the woman's 
job, and that a great many cigarettes are 
being purchased by the carton, 

Well, did he inform you what the 
price of the carton was? Let me refer you to 
my brief of June 7, where I explained that the 
day of the man buying Bre ee as long as 
cut prices exist, are past, as long as there 
is a saving in the chain stores, She says, 


"tohn"--if I remember the exact words--"you 
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give me the money for a carton, ond “will pat 
a package of cigarettes in your pocket." I 
would have thought that the Imperial Tobacco 
Company would have had 4 lot more to say for 
the benefit of the small retailer. In fact, 
they set up absolutely nothing but the hole of a 
doughnut, if that is the statement they made 
here yesterday. 

MR, GERIN-LAJOIE: Mr. Chairman, I 
am wondering if it is fair for a group who 
have appeared pefore this Commission to be 
referred to by other persons or groups only 
through newspaper reports, “I am nae pubene 
that question before you. 

MR, GARFINKEL: I am just expressing 
myself, and I wish to talk about it later on. 

T am either right or wrong, and if I am wrong 
I want to be corrected, I can only go by what 
I have read. 

THE CHAIRMAN; The newspaper report, 
of course, is not complete. re scoulaynot 
report everything that Mr. Tilley said. ‘Some 
of the things which you have quoted I recall 
having heard him say, or things very close to 
that. 

I think, with regard to the difference 
of one cent, that he said that one cent differ- 
ence between chain stores and small tobacconists 
would not make a very great syanetenee. and 


that that had been their experience pretty well 
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in Winnipeg, where there is a one cent Ei raevencos 
between the price the chain store charges and 

the price the others normally expect to charge. 

He did not say one or two cents, When you get 
into a somewhat larger spread, you have a bigger 
effect, 

MR. GARFINKEL: He does not say at 
whose expense the one or two cents--and I am not 
attacking Mr. Tilley--he does not say at whose 
expense the one or two cents is being anticipated, 

THE CHAIRMAN: He was not dealing 
with that. 

MR, GARFINKEL; He was not? However, 

IT will carry on from este. Did he mention the 
carton, perhaps--before I carry on--did he men- 
tion that a lot of cartons are being sold? Would 
you have any recollection of that? 

THE CHAIRMAN: I do not recall reference 
to the price of cartons, He did agree that there 
were a great many cigarettes purchased by car- 
tons--by the hougewlves rather than by the 
husbands. 

MR, GARFINKEL: Well, we will forget 
about Winnipeg, and we will take the city of 
Ottawa--which I covered this morning. I have 
peen covering Montreal and Quebec for a long 
time. I have been covering these things since 
last March. And, as I said before, we are wait- 
ing for a favourable result; bute vote. Long, 


long time from May to December", 
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And we hope that by Christmas we will 
have a very nice gift by this Cartes ela $0 
far as the small retailers are concerned. 

Mr, Tilley goes on to say that the 
women are doing the shopping for cigarettes. 
I might say, from one of the foremost female 
merchandising setae Miss Winnifred Kidd, 
that she wrote a book getieat "women Never Go 
Broke Shopping". Naturally, they never will 
as long as the men supply the funds, 

But, on the other hand, why should 
they go broke shopping, when right here in the 
city of Ottawa one cent difference is found? 
I agree with Mr, Tilley that it might go 
unnoticed--but it is the small man who needs 
the three per cent off those three packages 
of cigarettes to make up a dollar, But you 
must take it from another angle: why are the 
carton sales going to the chain food stores? 
It is because the woman is a smart shopper, 
She goes in there and takes a carton off the 
shelf, Sure she does, She is taking the 
pusiness away from the man, as we showed in 
our brief in the month of June, And she buys 
a carton of cigarettes for $2.95. You forget 
the one penny, gentlemen, We are going to 

4 cents a package--from 33 cents or from 
$3.30 a carton in Ontario to 62,05. i0 ths 
Province of Quebec we go to $3.30 a carton-- 


and that is from 35 cents, which the chain 
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food stores are dangling in front of the eyes 
of the Provincial Government, and say they are 
trying to do a good deed for the small man, 

Thig.saying. of a5;cents @ carton 
will definitely save women from going broke 
when they are shopping, because it gives her 
a pound and a half of hamburger. And a pound 
and a half of hamburger Pee) aT way they 
are selling hamburger today, means in some 
food chains just minced meat. It gives three 
portions to a family, and it completes a 
dinner. 

So, ,nafteresit pif shevcan save 
one-seventh of a dinner a week, she is a 
very smart woman, But sometimes she is 
blind to the other items that the chain stores 
have, She guides herself by the piesnet ie: 
and she gets the idea that everything else in 
the stores is in proportion with the cigarettes, 
namely, $2.95 a carton, 

Why is this? Because the small man 
has to get 33 cents a ae eee or $3.30°a 
carton, He cannot go ahead and meet that 
competition for the simple reason that a carton 
of cigarettes costs him $2.91 from the whole- 
saler, And the wholesaler delivers it to hin 
once of twice a day, or three times a day--as 
many times as he needs--and he certainly cannot 
sell it for $2.95. He cannot go ahead and sell 


it at four cents profit--which is practically 
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absolutely nil. 

His time in putting it on the shelf 
is worth more than that, so he cannot definitely 
sell cigarettes at that price. 

But the woman shopper is smart, She 
is getting this $2.95 price, and she figures that 
everything else in the chain food store is of 
equivalent value, because cigarettes have had 
a price maintenance previous to the 1952 law 
that nobody dared to ouch because the profit 
was so small, as my previous figures show that 
fPeneqd here li juno. 

Nobody dared to go ahead and cut. 
Naturally, Mr. Tilley comes along and says that 
due to American cigarettes, they took the 
initiative. Before the Government instructed 
them to sell them as pioTesetaee, they took the 
initiative, and they sold the cigarettes to 
the chain food stores on the same level as the 
wholesalers, 

More power to them; and personally 
I think the chain food stores are entitled to 
buy those cigarettes under those Bah evene 
provided they do not go ahead and dissipate 
those profits, to the detriment of the small 
man, 

A woman, when she goes into a store 
and she finds she has got to have cigarettes,-- 
when she goes dso stee she is blind to all 


other values. Gentlemen, I have been doing a 
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little shopping myself. 

THE CHAIRMAN: Are you entering into 
competition with the smart housewife now, is that 
it? 

MR. GARFINKEL: She goes into the 
food store, and she knows that she is going to 
shop. She has a list of things, but she sees 
something else marked "free", and it says, 
"gnecial, one cent sale"--and by the time she 
comes out of the store, she's loaded. Whether 
she believes that she got an exceptionally good 
value or not, I don't know; but she will never 
go broke because, as I said before, the men 
are behind her. 

Here its a soap put out by Jergens-- 

a one cent sale, regular eight cents a cake; 
special, four cakes for 25 cents, You ty three 
and you get one free, This particular soap is 
on sale in all ordinary drug stores, put on 

the counter and put in the window, to bring 
people in. It ts also on sale by the chain 
food stores--the ethical and the unethical 

food chains, The ethical food chains portray 
it as it is; the unethical food chains, looking 
for a gimmick, the same as he is looking to go 
ahead and overcome that loss of profit on 
cigarettes, as I say--covering up by selling 
other commodities at high prices--and he takes 
the same package, and has the manufac turer-- 


and I do not approve of this; but I do not 
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think the manufacturer will be going into the 
ethics of merchandising--but he put down 4 
label, "One Cent Sele"--but he does not 
mention that it is eight cents a cake. One 
cent more. A woman comes in and she picks git 
up in the unethical chain, and what does she 
Find? The same soap is on sale by the small 
storekeeper and in the ethical food chains at 
4 for 28. cents, increasing the profit by 

12 cents on each dollar. One of them is 
bought, if you want me to go ahead and name 
the store, and you can go ahead and tell them-- 
one is bought from the Dominion Store. 

THE CHAIRMAN: There we only three nie) 
one of those? 

MR, GARFINKEL: I tried one of then, 
to be frank with you. I needed it. I tried it; 
put the stencil is still on and I have the 
receipt, One was bought in the Dominion Store, 
and one was bought in an unethical chain, 

No, 2; the woman does not know any 
aifferent. She sees "One Cent Sale" and she 
imagines the soap is nine cents a cake, and 
that she 1s getting the whole thing for 28 cents, 
pecause it has a rubber stamp on 1. 

Then, the next thing comes along-- 
oranges--39 cents a dozen. I walked in and I 
pought a dozen oranges. They are classified by 
numbers, and so on, I see the same numbers in 
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business to any one chain--I just happened to 
mention the Dominion Store. That was a slip of 
the tongue, 

I bought these oranges at 39 cents 
a dozen, I walked into an unethical food chain-- 
and, now, bear in mind that I know this is 
unethical, but this I cannot swear to being 
unethical, and I will explain why I cannot, 

They have oranges, They are 39 cents 
in competition as you see in every Thursday's 
newspapers. And the fellow goes over and he 
puts them all in the bin. I go home and £ 
look at them and I find that there are four 
oranges this size, and eight oranges this 
size, Of this size at 39 cents, in the 
unethical chain, there are four of them, What 
do I find in the unethical chain? I find this, 
that there are four oranges weighing five 
ounces each, and eight of them mixed, weighing 
four or four-and-a-quarter ounces, 

Now, we can understand that because 
perhaps an apple in a barrel may be a little 
larger, and. so on, But certainly there is 
not that much difference in the size of 
oranges, so that they would be 25 per cent 
more value for your money. 

T will tell you how that comes 
about. I do not say that the chain food stores, 
the unethical ones, do that, But I do know 


that in their drive for their employees to show 
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profits on fruit and vegetables, so that they 
do not get spoiled, they push and they push 
and they push, And they want to see higher and 
higher percentages, 

The proof to that effect we filed 
on June 7 in the form of two statements, one of 
which showed a food chain showing 12.45 over 
a number of years, and one which showed an 
overhead of 14 per cent, One showed a gross 
profit of 15 per cent and the other showed a 
gross profit of 18 per cent. 

In the one that showed 18 per cent 
gross profit, in their drive for their 
employees to get high profits, and so on, the 
line of least resistance is taken by the 
employees--not by the chains, but possibly by 
their employees. Perhaps it is a Little 
cheating in selling--by the help, They just 
throw them all in, and they get an average. 
Possibly it would be about 29 cents, 

But the woman is blind to all this. 
She gets them home and she puts them in the 
refrigerator and she cuts them up and uses 
them up. 

Gentlemen, that is exactly what is 
happening. Then, in the case of hamburger, 
in the last week I covered four stores. One 
of the outstanding food chains came out 
with it in their ad--"Hemburger, lean, fresh 


ground, 35 cents a pound," A co-operative 
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chain came out with "Hamburger, lean, fresh 
ground, 33 cents a pound." An unethical chain 
came out, "Hamburger, lean, 33 cents a pound." 
Another outstanding food chain came out, 
"Hamburger, 29 cents a pound.” And, gentlemen, 
the one who had advertised at 35 cents were 
practically caught with their pants down--and 
you will pardon the expression--in their 
advertising, because their competitors beat 
them to the punch by seven cents. 

Now, bear in mind if the woman had 
gone to that store on wednesday, before reading 
the other newspapers, she would have turned 
around and paid 35 cents a pound to that 
particular store. So, the next day, not to 
lose the bait, they did not reduce the 29 cents, 
put they carried this: "Choice red brand 
hamburger"--and I bought it on Wednesday and I 
pought it on Thursday, and it was identically 
the same meat, Why did they not put the ad in 
on Wednesday for this choice western red brand 
beef? 

Gentlemen, that is the sort of thing 
that women are blind to. Those are the things 
that cover up the cigarette cut prices; because 
we know that even the chain stores selling 
cigarettes at $2.95 a carton in the oe of 
Ottawa, and they are paying the equivalent of 
$2.70 a carton, cannot go ahead and sell 


their merchandise at a little over eight per 
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cent and stay in business, when their overhead 
per cent 
is 12.45/or in some cases 14 per cent or 15 per 
cent. They cannot, any more than the small 
man can at eight per cent. But there should 
be a legitimate profit so that a small man can 
go ahead and make something on cigarettes, 
maintained at a fair level--not at a level of 
$2.95--or to purchase cigarettes in the Province 
of Quebec at $3.31 from the jobber, and resell 
them at $3.30, such as the chains do, He 
certainly cannot exist under those conditions. 

Now, we might go ahead and say that 
is a spread due to mass buying. Gentlemen, if 
the manufacturer, as I once said before, had to 
go ahead and sell everybody at the same devel, 
two or three cartons at a time, the cost of 
cigarettes would go up terrifically; because 
he would have to have a lot of extra costs, 
delivery costs, and so on, 

In the city of Toronto they have 
grouped together, Why should Toronto be 
favoured as compared with the little storekeeper 
who cannot go ahead and have that type of buying? 
Why should the consuming public pay more in 
the rural districts for their cigarettes, 
simply because six people have got together 
and gone ahead and bought cigarettes? 

Gentlemen, there is no control over 
those cigarettes--because there is nothing 


worse than a dary cigarette, when you turn 
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around and smoke it. The control today of 
cigarettes--the distribution--is done in, the 
most efficient manner if it is done through the 
wholesalers. If the chain stores are going to 
be in that classification, due to their large 
buying power, then they ought to go ahead and 
use it to the best advantage by seeing that 
they average their costs, and sell cigarettes 
at least at their average cost, which runs 
from ae Abo eks cpexiceng, 

But we also know that we sell stuff 
at 12 per cent more. Now, certain food chains 
are in full accord with cigarettes not being 
touched. But when they take soap, and they get 
pack to 12 cents, and the article is brought 
up--do you know the condition of soap--do you 
know the condition ene that or the other 
thing--gentlemen, the same thing ig done in 
connection with the grading of eggs. 

That is exactly what takes place today 
when a woman goes shopping, and she is misled, 
and so on, It also goes to show, gentlemen, 
that cigarettes cannot be sold under those 
conditions. 

Something has to be done, and we there- 
fore call upon you to find a just and equitable 
solution which we hope that you will go ahead 
and find. And at this here point I would go 
ahead and say that on behalf of the small 


retailers across Canada, and those in the 
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Province of Quebec, that we want to thank 
you for the courtesy that has been extended 
to us, and the attention that you have paid 
to what we have been saying, and we hope that 
before Christmas--we hope, we hope, we hope-- 
that something might go ahead and be done 

for the benefit of all in the season that is 
to come, 

MR, GERIN-LAJOIE: Mr. nee 
T have a few questions to ask, to try to 
clarify some of the points raised by you. 

IT have a few preliminary questions regarding 
the second paragraph of your brief where, Mr. 
Garfinkel, you are referring to the situation 
in France, You say that you are asking for 
tobacco regulations of the kind that exist 

in France, Do you mean eee are asking 
for a retail price to be set by the 
Government? Or was that your position in 
June, and have you changed it now? 

MR. GARFINKEL; We have not changed 
it. We are just answering something that 
arose at the time. I was not sure, or you 
were not sure whether it had been abolished. 
I knew it was not abolished, but I wanted 
to make sure. But you changed my mind 
possibly, so that I thought it might have 
been abolished. So I just confirmed it with 
the French Trade Mission. 


MR. GERIN-LAJOIE: I appreciate 
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your explanation, But do you suggest that in 
Canada it would be a good thing, in your view, 
that the retail price of cigarettes should be 
set by the Government? 

MR. GARFINKEL; No, definitely not. 

I think the Government should stick to its 
business, and let the tobacco people stick to 
their business, 

MR, GERIN-LAJOIE: I was just wonder- 
ing what you had in mind? Is it something Brae. 
or do I understand wrongly what you have said 
here-- 

In a brief submitted in June we asked 
for tobacco regulations of a kind that 
exist in France, 

MR, GARFINKEL: We asked for the 
price of cigarettes to be controlled by the 
manufacturer. Price maintenance on cigarettes 
should go ahead and be permitted on cigarettes, 
because if you read the brief through you will 
see where we show that the small retailer had 
absorbed a big portion of the price reduction, 
and the manufacturer, in part, had passed on 
the saving to the consumer, over and above 
what Mr. Abbott had reduced in his budget. 

And we thought that tobacco should not be put 
into the same category as every other item. 

As we go on, we state here further 
that the thing we really have in mind was The 


suggestion we make in the brief. 
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You can disregard this, here, It is 
only a matter of me answering the controversy 
which took place between counsel and me, with 
him giving me the thought, was I aware of the 
fact that it was abolished in France, I was 
not sure at the time. I thought maybe I was 
wrong, and I intended to correct myself. But 
T found out I was right, and I just wanted to 
correct 1t..~But I .don't think 10 is so, impor- 
tant as to make it necessary to make a correc- 
tion to show that I knew what I was talking 
about. Some people might have been under the 
impression that I did not know what I was talk- 
ing about, 

MR, GERIN-LAJOIE: Then, a little bit 
further on in your brief, about the middle of 
the page, I am wondering exactly what you had 
in mind, when you mention a decrease of 25 per 
cent in farm prices in Canada, and you compare 
this figure with the eight per cent decrease 
in wholesale prices. Is it not possible that 
the lowering in farm prices will not be 
reflected proportionately in the distributing 
price? 

MR. GARFINKEL: Well, bear in mind 
this, that the cigarette manufacturers have 
seen fit to put the chain food stores into 
the category of wholesalers, Therefore they 
must be wholesalers in buying farm products 


and, after all, if it has been reduced on 
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the wholesale level, why has it not taken place 
in the stores? I go on from there and I question 
what has become of this 25 per cent, They are 
wholesalers, I am not classifying the chain 

food stores any more as retailers; I am classi- 
fying them as wholesalers--which they claim 

they are, through their buying power. 

MR, GERIN-LAJOIE: But what I mean 
there is that the cost of getting the product 
from the farm and from distributing it to the 
individual stores may not have come eae even 
if the price of the farm product on the farm 
has come down, is that not correct? 

MR. GARFINKEL: There is that possi- 
DLLLcy. 

MR. GERIN-LAJOIE: Even if the 
Imperial Tobacco Company brings its prices 
down, the wholesaler does not necessarily have 
a reduction in his cost of distribution to 
retailers? 

MR; GARFINKEL;: That is exactly what 
has happened. As I said before, not only has 
the Imperial Tobacco brought the prices down--- 

MR. GERIN-LAJOIE: It has happened 
once, «1 a4grec, 

MR, GARFINKEL: No, it has happened 
many times, in years gone by. And the same 
proportion of going awe bear in mind--remember, 
we have to go ahead and balance the Vez Roe Es Ss i 


the Imperial Tobacco Company increases the 
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price, and it costs me more money to do more 
pusiness, financing and otherwise, and I just 
pass that on to the public, then I am not taking 
advantage of the public. 

And when the Imperial Tobacco Company, 
due to taxation, reduces the price, and they go 
still further and put their hand in their 
pocket, along with the retailer's econ. and 
we pass it along to the public, then we say we 
are being honest with the public and giving 
them not only what the Government gave us in 
taxation reduction, but still more, This is 
done in the hope that they will turn around 
and give us goodwill. In this here case we 
see a 25 per cent reduction, and an eight per 
cent decrease, 

MR, GERIN-LAJOIE: What I have in 
mind is--- 

MR, GARFINKEL: You have given me 
the comparison of the Imperial Tobacco ee 
and I am only answering you with respect to 
them. I do not say that possibly this 23 per 
cent could not be set down; but certainly no 
66 2/3 per cent goes into the marketing, in 
bringing it from the farm, It says atetineuLy 
in the report of the United Nations that from 
50 to 70 per cent of this goes into the 
marketing. If it is 23 per cent, then we 
have 11,50 which goes into marketing. We 


have only got eight per cent, We are still 
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short 34 per cént, What has happened to that? 

T am giving the maximum of what it costs for 
marketing, allowing the reduction and everything 
that is in the Gazette report. 

MR, GERIN-LAJOIE: I understand what 
you have in mind. It is only three per cent, 
for instance. It is*not the 15 per cent you 
mentioned in that particular paragraph, 

MR, GARFINKEL: It might be 15 per cent. 
But I am giving the benefit of me) that even 
with the decrease of 23 per cent, if 50 to 70 per 
cent marketing applied even to that, there is 
still 34 per cent that the consumer is not 
getting from chain wholesale food organizations. 

MR. GERIN-LAJOIE: I would like to get 
to the two main points I have in mind in connec- 
tion with the bar of soap and the oranges which 
you have shown to the Commission, I would like 
you to clarify this point, I wonder if you are 
complaining of loss leadering, or just a 
deceiving practice by certain stores? 

MR, GARFINKEL: Well, I don't think 
the manufacturer has been honest. And, further- 
more, I don't think the chain stores have been 
honest, when there is a nationally advertised 
product in the stores showing a retail price 
of eight cents a cake--four for a quarter-- 
three for 24 cents, and one extra for one cent-- 
and he has a label printed which does not show 


the eight-cent price, and conveys the thought 
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by making it 4 for 28, that it is nine cents a 
cake, when the everyday price is eight cents, 
And he adds on one cent for the one package. 
You had better draw your own conclusions, 

I see what you are driving at, but I 
think it is cheating in selling, The oranges-- 
I am not accusing the chain stores; it might be 
their employees. I am giving them the benefit 
of the doubt. But it is definitely cheating in 


selling. 

THE CHAIRMAN: But it is not loss 
leadering. 

MR, GARFINKEL: No, it is not loss 
leadering. 


THE CHAIRMAN: Because they are charg- 
ing a higher price than the other people are, 

MR. GARFINKEL: Mr. Commissioner, it 
is not logs leading. They are cheating the 
public, because the nationally advertised price 
set by the manufacturer, the suggested price, 
is eight cents a cake, They are getting nine 
cents, 

THE CHAIRMAN: The subject matter of 
this inquiry is loss leadering. We cannot 
extend into all the fields of possible unethical 
practices in trade. In that case, apparently, 
your complaint is that through this means one 
chain store charges three cents more for the 
same four cakes of soap than is being charged 


generally through the manufacturer's special 
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advertising offer, But that is not loss leading. 

MR, GARFINKEL: But it helps to cover 
the overhead on cigarettes, and bring up their 
profits on everything else. We were talking 
about averages a few minutes ago, There are 
101 different things that enter into it, of 
arriving at averages. That is one of the 
peculiar ways of arriving at it, when you show 
an eight per cent gross against 13 or 14 or 
15 per cent overhead, How can you go ahead and 
do it? They certainly don't make money on 
their paper and twine, Mr. Commissioner. 

THE CHAIRMAN; No, 

MR. GERIN-LAJOIE: Coming back to 
the subject matter of cigarettes, I wonder if 
the main point of the complaint you have 
expressed, and which is the complaint of 
cigarette groups, cigarette dealers--you have 
complained of the practice of certain chain 
stores selling at a lower price than the 
ordinary tobacconist, as you described it 
pefore. Or is it really what you call loss 
leadering? 

MR. GARFINKEL: well, I think loss 
leadering is definitely--must take into con- 
sideration a man's overhead. 

Gentlemen, I am going to give you an 
{llustration of what loss leadering is, from 
the public point of view. We have a branch 


that has a $50,000-a-year postage stamp 
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business. At one time the Government gave us 
one or two per cent for handling it. They found 
the Post Office Department was losing money on 
it; they took advantage of the opportunity 

of helping them to get postage stamps after 
hours, We still feel that we have to give the 
public. that service. We are selling postage 
stamps as a loss leader, regardless of whether 
we get back our money, But it is a good gimmick 
to bring the customers in to buy something else, 
But the only problem we don't like about Lt is 
that perhaps a stamp is torn, we can't get 
anything for it, and when we go for one some- 
body pilfers something off the counter. 50 
actually, we are selling postage stamps as 4 
Loss Weader, 

I want to be frank with you. If some 
people can go ahead and sell stuff at eight per 
cent, and have 14 or 15 per cent overhead-- 
well, I want to know where they are getting 
the difference. They must have a rich grand- 
father, or something like that. 

MR, GERIN-LAJOIE: I will show you 
what I have in mind, The Commission has 
received a brief which has already been referred 
to, today, “his: ts the brief of Safeway Company 
“in Winnipeg, apparently, but presented to the 
Commission at Vancouver, I read from page 30 of 


this brief, where it says that---~ 
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At a price of $2.95 per carton, Safeway 
makes a reasonable profit, and here is 


why :--- 


And I would like to know if you call this loss 


leadering or ordinary competition--- 


And, 


(a) the cost of a carton of cigarettes 
landed at Safeway warehouse is $2.69. 

This leaves 26 cents to cover the 

expenses of warehousing, cartage to 

stores and retailing, plus a profit. 

Now (b) by contrast, a carton of assorted 
cereals, of about the same bulk, and 
weight, carries an upcharge of 5 2/3 cents 
over the landed warehouse cost, to cover 
the same functions, 

quoting again: 

Percentage-wise cigarettes in cartons 
carry only an eight per cent mark-up as 
compared with 14 per cent for the cereals, 
It is plain that in dollars and cents 
terms cartons of cigarettes have a 

larger spread with 26 cents against 


5 2/3 cents in the case of cereals. 


Do you find this proper reasoning for the manager 


of a store, or would you call the fixing of the 


price of a carton of cigarettes at $2.95, as 


they do in that particular case, with the taxes 


they have in that Province--would you call 


that loss leadering? 


MR, GARFINKEL: Well, in comparison with 
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the small man's problem--and sometimes you have 
to make a separation and allowance--of cigar- 
ettes being sold in that there ni ii, I would 
go ahead and say that if they sold nothing but 
cigarettes in the same amount of space, and 
just had people coming in there to buy cligar- 
ettes, and not be able to give them cereals and 
so on, and so on, it would be loss leader 
selling. But, taking the combine and putting 
it into the average with the cereals, that I 
mentioned beter, they turn around and they 
hide the profit they are making as eight per 
cent, when they turn around and get cereal at 
13 or 14 per cent, whatever it is--and it all 
averages out, 

Now I will go ahead and take up the 
argument, what I would make more reference to 
is the amount of space it takes, 

Well, we do know that department 
stores have notions departments and bric-a- 
prac, and so on, and they have to take 
averages, But what does not seem to come to 
mind, and what the small man does not seem to 
go ahead and understand is this: Can’ he-sell 
cereals in proportion to what he can sell 
cigarettes? Has it got the magnetic drawing 
‘power to his store, even if he gives cigar- 
ettes away? Now, let us take Safeway, for 
example. You can take some of these food 


chains who turn around and pay $2.91 and sell 
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for $2.93, to force competition, 

MR. GERIN-LAJOIE: You may say to 
the Commission what you like, on many subjects; 
but I would like to have your views on a par- 
ticular practice, where a chain store sells at 
a lower price than a tobacconist. Of course, 
if I were the tobacconist I would not like that. 
Rut I am just asking if in your view that is 
only competition on the part of the chain store, 
or if it is loss leadering. I want to have 
this point cleared up. And fe LoL Ss TORS 
competition, that type of competition which a 
certain group in our economic organization do 
not like, well, then, let us say so and we 
might find some remedy. 

MR, GARFINKEL: If you take the dollar 
volume on cereals and the dollar volume on 
cigarettes and average it out, you will find 
that they are losing money when they are selling 
cigarettes at eight per cent. tow you are ask- 
ing me a simple question, Let us keep Poe Lear, 
so I don't get bewildered, Because, after all, 
I have to keep my head here. You ere I have 
been going on with this for eight months, You 
have been examining everybody, and have more of 
a picture than I have in this field, You know 
everybody's likes and dislikes, and what they 
claim to be just, and so on. 

I maintain that if he takes this 


cereal, on which he makes 14 per cent, and he 
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takes these cigarettes and takes the dollar and 
puts it into a pool and arrives at the overhead 
average, that he has got to lose money. But, on 
the other hand, if you want the answer; Can you 
go ahead and sell cigarettes at eight per cent? 
Well, I say you can give them away and make 
money, just so long as you get the customer into 
your store and sell him other merchandise, But 
if you keep cigarettes solely to the point, in 
proportion to cereals sold, then I say it is 

a loss leader, because the overhead cannot go 
ahead and cover it when you are selling cigar- 
ettes at eight per cent. 

MR, GERIN-LAJOIE: But the point which 
is being made here is this, that the percentage 
ig not the whole explanation, If you take a 
carton of cigarettes, about the same size as 
a package of cereal, you make on one 14 per 
cent profit and on the other eight per cent 
profit, But on this particular carton of 
cigarettes you make 26 cents profit and you 
make only five cents profit and a fraction on 
the other, So is it not more poset table ire! 
your view, to sell cigarettes? 

MR. GARFINKEL; No, no, 

MR, GERIN-LAJOIE: With that per- 
centage of profit? 

MR, GARFINKEL: No; and I will tell 
you why--no--you cannot go ahead and order a 


certain amount of cereals each morning. If 
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you take the same proportion of cigarettes to 
get the dollar volume, you have a pile of 
cartons this way and that way, All you need 

is maybe 12 packages of cereals one day. But 
you need about 50 cartons of cigarettes. Why 
doesn't he answer you that there i about 

the space it takes according to dollar value? 
That is why I say you have to take the dollar 
value, in comparison, If he is turning around 
and selling the same proportion of cereals as 
he is cigarettes, then I tell you I am saying 
yes; but let me say that with a package of 
cereals this size, he will sell 12 packages 

of cereals a day. But he will sell 200 cartons 
of cigarettes a day, and he may turn around and 
sell 3,000 cartons in a month. 

Gentlemen, I have made the test, I 
know what you can sell of cigarettes in 
cartons, When he tells you the cost that takes 
up that much room, and he makes 14 per ree 
how often does he sell it? 

We know that efficient merchandising 
as advocated by leading experts is to keep 
your inventory down and get your turnover; 
put you certainly must have an inventory if 
you are going to go ahead and do any dollar 
volume in cigarettes at any price,--at cut 
prices, But you certainly don't need much 
inventory and much space to take up cereals, 


but you have the same warehousing charges 
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for a case of cereals and the same warehousing 
charges in proportion to the dollar turnover 
you are doing on cigarettes, And you might 
have 50 cartons piled up. Because you have to 
get that turnover. But if you take ithonian 
average, as I am trying to bring out, accord- 
ing to the space it takes, cigarettes actually, 
according to the dollar volume they do, take 
up 50 times as much space as cereals. And 

that is why I contradict that remark. Because 
you are not selling the cereal. Twelve packages 
in a store in a week--but it is not 12 cartons 
of cigarettes. You need 12 cases to lasts S 
week, 

MR, GERIN-LAJOIE; Mr. Garfinkel, is 
it not true that the dollar volume of cigarettes 
is much smaller than the dollar volume of 
cereals? 

MR. GARFINKEL: No doubt; that is 
exactly what I am saying. 

MR. GERIN-LAJOIE;: And if the turnover 
is not much larger in cigarettes, then is that 
not a reason for having a lower profit? 

MR, GARFINKEL: Well, no; I got to 
come back to what Mr. Tilley says. He does 
not think cigarettes, as a whole, have increased, 
due to cut prices, He claims that cigarettes 
have only increased due to carton sales, and 
that it has not increased the consumption of 


cigarettes at all. 
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Well, how many cigarettes can they 
go ahead and sell exclusively in their own 
stores without taking it away from their next 
door neighbours? 

The next door neighbour has to go 
broke, I agree if I had to stand on the corner 
of Bank and Sparks Street and have a cigar 
store, and sell cigarettes at a fraction of a 
cent a package against my competitor across 
the road, I have to go out and crucify my 
competitor, in time, and put him out of 
business, and make an awful lot of money. 

The Commissioner said previously in 
the hearing that as long as the small men 
started to cut prices, the cut price Meee edna 
it would go to the big men, Well, the small 
man is only doing a small business. He starts 
to make a livelihood, and when he gets up 
into the upper bracket he wants protection, 
and he comes to the Government, and God knows 
who else, for protection, He is like the 
communist, If he has no money he is a 
ee and when he gets to have money he 
is a capitalist. 

MR. GERIN-LAJOIE: Mr. Garfinkel, I 
was just taking your own words, that the turn- 
over of cigarettes in the chain stores was 
very large. 

MR, GARFINKEL: It certainly is. 

MR. GERIN-LAJOIE: And I was wondering 
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if you agree that that would be a reason for 
having a lower mark-up on cigarettes? 

MR, GARFINKEL: It has gone up 45 per 
cent in the Province of Quebec, I have my 
figures. And at whose cost?. Well, it was not 
by increased consumption, because the first 
three months it only showed an increase of 15 per 
cent. It has gone up at the cost of taking 
business away from the small man, channelling it 
away from him, and putting him out of business, 
by enticing people to go and buy other merchan- 
dise,--whether they turn around and buy soap 
at higher prices, or lower prices--just to get 
Os oa ops he 

As we said, a woman will never go 
broke shopping--but she is sometimes blind to 
values, 

MR. GERIN-LAJOIE: I would like to 
have a clarification of only one further point 


regarding your proposal at the end, You propose, 


as an alternative to another suggestion, that 


the federal law should be amended to read that 
any article under a resale price of 50 cents 
should be exempt from the Act. Is the idea of 
this value of 50 cents just to cover the case 
of cigarettes? 

MR, GARFINKEL: In one case, yes; and, 
in another passe tL don't think It would Dring 
any hardship on the consuming TUL ON ati 


article of 50 cents, because you can't defraud 
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them of very much, can you, And the reason I 
brought that up was this, that I have had quite 
a controversy with the Minister of Justice. He 
has not seen eye to eye with me, One time he 
said, "Mr. Garfinkel, I am te put my time 
is up." And he passed a remark, and I answered 
him, and he held me 25 minutes at the door, and 
I almost missed my train, I had to beg fae 
"Dlease let me go, will you, I will carry it 
out on a future date with you." He didn't 
wish me to go, 

Two months later he wrote me a 
letter and he said--he more or less changed 
his tone, and he says, "There seems to be a 
feeling that something has got to be done", 
he says--"just exactly what, I am not in a 
position to go ahead and say, and so I will 
leave it to the findings of the Commission." 

So I am trying to give the Minister of 
Justice and his colleagues, possibly, 4 
solution; if they feel that price maintenance 
should not be restored, or it should not go 
ahead and be tampered Whee let us leave the 
small tobacco man in business, who serves 
from early morn to late at night. 

And, believe me, I would not like 
to see a man, like Billie Irving says, need 
a cigarette after six o'clock at night, and 
cannot get it because the gmall man is not 


there to serve him. He would go wacky. 
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Personally, I am a pretty heavy smoker, but I 
can still do without a cigarette, 

MR, GERIN-LAJOIE: Do you know how 
the people do in the United States, where they 
have no resale price maintenance on cigarettes? 

MR, GARFINKEL: I can answer that. 

The chain food stores, the largest in the world, 
have at all times stood for fair trade practices, 
And in most cases, when they sold merchandise 

at lesser prices, they did it under their own 
brands--such as A. & P. We have read about 

the anti-trust laws having taking action 
against--- 

MR, GERIN-LAJOIE; Mr. Garfinkel, I 
am not talking particularly about cigarettes. 

MR, GARFINKEL: I am keeping to 
cigarettes, JI am coming to that. I have to 
puild it up, If cigarettes were cut in the 
old days, and not cut today, and if the chain 
food stores want to go ahead and cut ee htess 
leave them make their own private brands, and 
just see how far they will go. 

MR. GRERIN-LAJOIE: Do you mean that 
cigarettes sell at the same price all over one 
particular State--or in any particular State? 

MR. GARFINKEL: No, no; they vary. 

But I can tell you this, that I go down to the 
United States quite often, possibly more so 
than other people, because I represent an 


American firm that c@lls me to go down there 
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every six weeks; and I have a pretty good 
grounding on what goes on down there, 

T don't want to mention the brand 
I represent, because possibly Mr. TiLley 
wouldn't like it. But I can say this seriously, 
that they are all behaving themselves. They 
are all discovering, since these tobacco chains 
and a few other chains have gone broke, that 
they had better behave themselves. They are 
watching one another, and there is very, very 
little variation in the price of cigarettes 
today in the chain food stores. 

MR, GERIN-LAJOIE; . What do you mean 
by "behave themselves"? 

MR, GARFINKEL: Well, they keep the 
price just practically one or two cents on @& 
carton. Sometimes it is half a cent for two 
packages. If a package of cigarettes is 
26 cents, they will say it will be two for 
51 cents. I have noticed in New York, which 
is one of the toughest areas for cut pricing-- 
I have noticed there is only one price, and 
you have to stand tn line for half~an hour 
for a carton of cigarettes. We sell them 
for six per cent Laaeeanicn is honest and 
truthful advertising. Macy's, But if you 
want to get it at your regular stand, you 
go over and get it. But if you want to walk 
five floors and take the escalator, and it 


brings you all through the store, and you 
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see everything that is going on, and you line 
up for half an hour--if people want to save 10 
or 15 cents, to buy for 10 or 15 cents less, 
you can buy a carton of cigarettes for less. 
Every once in a while you will find a food 
chain which will do the same thing, on opening. 
But, mostly, they are all behaving themselves 
now. 

THE CHAIRMAN: Thank you, Mr. 
Garfinkel; I think that is all--unless you 
have anything further to add, yourself. 

MR, GARFINKEL: I have concluded 


everything, with my heartfelt thanks, 


---Whereupon the hearing adjourned until the 


following day, Wednesday, September 15, 1954. 
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RESTRICTIVE TRADE PRACTICES COMMISSION 


IN THE MATTER OF 
an inquiry 


Regarding Loss Leader Selling 


==O—— 
Hearing held (in public) in the Supreme Court 
Building, Ottawa, Wednesday, September 15th, 1954. 


HOAs 
PRESENT: 


C. Rhodes Smith, Q.C., M.A., LL.B., B.C.L., Chairman 


Guy Favreau, Q.C., B.A., LL.B.,; Member 

Ao’S Whiteley, BsALS MAL; | Member 
Sear 

APPEARANCES : 


Mr, N. W. Wickwire, Q.C., 
Counsel to the Commission 
Mr. Paul Gerin-Lajoie 


Mr; R. M. Davidson, Secretary to the Commission 


Mr. L. A. Skeoch Senior Economic Adviser to 
the Director of Investi- 
gation and Research, 
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Canadian Retail Hardware Association, 
Represented by: 
Roy M. Gilmour, Managing Secretary 
M, A. Johnson, President 
J. G. Cawker, Immediate Past President 
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THE CHAIRMAN: I understand the first brief 
to be presented this morning is on behalf of the 
Canadian Retail Hardware Association, is that correct? 

MR, DAVIDSON: That is right. 

THE CHAIRMAN: Are the representatives of 
the hardware association here? 

MR, GILMOUR: Yes. 

THE CHAIRMAN: Would you let us know who 
you are, and your position with the association, 

MR. GILMOUR: Gentlemen, my name is Roy 
Gilmour, and I am Managing Secretary of the Canadian 
Retail Hardware Association. Our committee has 
elected myself to be spokesman in this matter, In 
introducing myself, gentlemen, I would say that there 
are none of us in our committce who are professional 
speakers. We are laymen from our trade. 

For myself, personally, I have been con- 
nected with the retail hardware trade for a period 
of 25 years, In the last ten years I have operated 
my own business, my own retail hardware business; 
and just on the lst of September I have taken over 
the duties of managing secretary of our association, 

With me is our president, Mr, Johnson, 
from Grimsby, Ontario, who has been connected with 
the hardware trade for 25 years. In the past 10 
years he has operated his own retail hardware store, 
and he is now serving as president of our association, 


The next member of our committee is the 
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immediate past president, Mr. J. G. Cawker, of 

Cawker Hardware of the city of Toronto. They operate 
three hardware stores in the city of Toronto, and Mr. 
Cawker has been in the retail hardware business for 
approximately 30 years. 

The mext member of my committee is Gordon 
McOuat, from Lachute Mills, Quebec, our senior 
director, Mr. McOuat has been in the retail hard- 
ware business for 20 years. He comes from a family 
of hardware people. His father and his grandfather 
pefore him were in the hardware business, Their 
pusiness has been in operation since 1880. 

THE CHAIRMAN: In Quebec? 

MR, GILMOUR: Lachute Mills, Quebec. 

Gentlemen, that is our committee. As I 
expressed to you before, we are not professional 
speakers, but we have come down Go tender our brier 
to. you. If we can be of any help in Chis proplem, 
we certainly want vo be, 1 feel that any discussion 
or answers given by our committee here will be 
pased on actual experience as we see our trade, 
working actively in the trade, 

THE CHAIRMAN: We are not particularly 
concerned about oratory in connection with this 
inquiry. We want to have the facts from the people 
who can give them; and that is exactly the category 
into which you fall, I should think. 


MR, GILMOUR: Yes. We could be placed 
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in that category, I believe. At least, that was our 
attitude in coming down with this brief. 

THE CHAIRMAN: We expect that your brief, 
and your presentation will be quite helpful to us, 

I might add that you may either read the brief and 
then comment upon it, or comment from time to time 
during the course of the reading of it, Then I 
suggest that if any other member of your committee 
wishes to add anything he might do so, That could 
be done at the end of your presentation, Following 
that there will be, I expect, some questions from 
Commission counsel. 

MR. GILMOUR: I think, if we may, I shall 
read the brief through; and then, if any discussion 
arises at the conclusion of the reading of the brief, 
we will be prepared to handle it in that way. 

THE CHAIRMAN: Very well. You may proceed 
With your brick. 

MR, GILMOUR: Gentlemen, this is the brief 
to be presented to this loss leader inquiry. It is 


as follows: 


The Canadian Retail Hardware Association, 
representing some 1,550 retail hardware dealers 
throughout Canada, wishes to record its ap- 
preciation to the Commission for this op- 
portunity of expressing the vicws of its 


members on the practice of loss leader selling. 
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1. We believe other interested parties 
have outlined to the Commission the general 
undesirable features apparently inherent in 
loss leader merchandising - “raudulent ad- 
vertising, etc. - and it is not our wish to 
purden the Commission by repeating these 
facts. However, we do wish to record the 
views of the hardware retailer in respect 
to this vexing problem. 

2. Our submission will be considered 
under the following heads: 

a, What constitutes a loss leader in 

the eyes of the hardware retailer, 

b. Merchandising factors affecting 
the retail hardware trade. 

c, Advantages of loss leader selling. 

d. Disadvantages of loss leader selling. 

ec, Summary of present and future mer- 
chandising conditions as seen by our 
Veode, 

f. Recommendations. 

3, What constitutes a_loss leader in 
the eyes of the retail hardware 
dealer? 

Small clectrical appliances have long been 

one of the staple products of the retail hard- 
ware business. We know that traffic appliances, 


in particular, have represented a good volume 
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of sales in the average retail hardware 
store, Brand name appliances are the usual 
oholces, for loss. leaders. 

To illustrate the loss leader selling 
confronting our members today, we have com- 
piled the attached table, summarising ad- 
vertisements in Toronto daily newspapers 
from mid-April to May 31, 1954, showing 
the advertised prices of brand name small 
electrical appliances and, by comparison, 
the retail hardware dealer's cost for cach 


appliance, 


If it is your wish I can read this table. 
Shall I pass over this, at the moment, or shall I 
read it? 

THE CHAIRMAN: Just as you wish, If there 
are some things you wish to draw to our attention in 
the table, specially, this would be a good time to 
do it. But, before you proceed further, when you 
say "Retail hardware cost" you are thinking of the 
price: you are not including overhead? 

MR. GILMOUR: No, definitely not, That is 
the net cost to the dealer of the manufacturer's 
peace of busimess, ~Then, in relatvwon poo whis’ table, 
perhaps later on we could refer back to it, if neces- 


sary. However, at the moment, it is as follows: 
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Comments: 

4. The advertising shown is not confined 
to the April - May period. Rather the table 
summarizes typical advertisements which arc 
common at all times and which, in our opinion, 
are on the increase, 

ii. It will be noted that in the great 
majority of instances, the items advertised 
are at lcss than the hardware retailer's 
cost, In a few cases the advertised prices 
represent dealer cost, or fractionally above 
dealer cost, 

iii. The advertisements appear con- 
sistently; they do not represent job lot 
sales, inventory Glear-ouvs, etc. 

iv. In the eyes of the hardware retailer, 
when a competitive dealer (buying from the 
samc or a similar jobber source) continually 
advertises and sells at below dealer cost, 
the competitive retailer is loss leadering. 
The above table illustrates, therefore, as 
pest we can present it, the loss leader 
selling practice confronting our members 
today. | 

4. Merchandising Factors Affecting the 

Retail Hardware Trade. 
a. The hardware retailer is confronted 


with the problem of a slow annual turnover, 
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According to D.B.S. reports his turnover 


ranges from 1.46 to 2.93 times per year. 


Obviously, therefore, he cannot operate on 


the smaller margins typical of the groccry 


Gilmour 


retailer (for example) who enjoys a turnover 


of approximately 10 times annually. 


‘or 


Again based on the tavest DL B.S. 


statistics available, the trend in sales in 


our tradc is consistently downwards since the 


beginning of 1954. 


lowing table. 


Percentage change in Hardware Retail Trade. 
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This is shown by the fol- 


Dominion Burcau of Statistics, Ottawa) 


a National Association, our concecrn 


for the welfare of all our membcrs. 


Therefore we must think in terms of the average 


decaler,. 
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Our analysis of the foregoing statistics 
dees 

(a) Total sales volume is steadily 
déclininge Gane TOS Over 19552" We attribute a 
substantial part of the decline to loss of 
sales of small electrical appliances to cut- 
Grice. cutlets, 

(bo) The slow turnover in the retail 
hardware store makes it difficult to step up 
salcs volume by any substantial reduction in 
margins, 

In summary, therefore, tne hardware dcaler 
has’ 1ittle room for belts tightening, “Given 
fair merchandising practices, we are “prepared 
to mect all bona fide competition, We seck 
condivions of Tair selling practices under 
which the more efficient dealer can survive. 

None of our members, howcver, can compete 
for long with what we regard as unethical and 
unfair competition resulting from persistent 
loss leader sclling in one of our staple 
lines. 

es Advantages of Loss Leader Selling, 

i. Some consumers have undoubtedly se- 
cured some bargains in brand name merchandisc, 

ii. A few large dealers have undoubtedly 
built up a substantial salcs volumc, largely 
based on and at the expense of costly de- 


velopment, sales promotion, and national 
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advertising programmes of others, usually 
the Canadian manufacturer, 

6. Disadvantages of Loss Leader Selling, 

A, To the Hardware’ Retailer. 

wo (Potential Lods “of “one "or nis’ svaple 
lines, the small electrical appliance. 

ii, PAroven the “loss “ot ¢ihese “sales, 
reduced tncome and net profil, and increasing 
treat Of bisiness failure in ‘our trades “Iv 
is this latter danger which is causing our 
members the greatest possible concern, 

iii. Loss of consumer good-will. When the 
average consumer compares dccp eu Lose loader 
prices with those of the hardware dealer 
secking a reasonable net profit, the consumer 
assumes that the hardware dcalcr is asking an 
exorbitant margin on all his stock, Loss 
leaders, therefore, mean not only the loss 
of salcs in the loss leader articles them- 
solves, but in addition the danger of lost 
sales in other merchandise. 

B. To the Manufacturcr. 

iv» Welbelieve that Loss"teadcr selling 
will moan the loss to the manufacturer of much 
of his nation-wide dealer organization, Ob- 
viously, a dealer will not buy brand name 
morehandise which is being uscd as a loss leadcr, 


and sold below dealer cost, We do nov believe 
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that it will be in the public interest for 
many independent dealers throughout Canada to 
discontinuc handling many brand name lincs, and 
for sales of this merchandise to become con- 
centrated in the hands of a few large outlcts 
in cach heavily populated arca. 

ii. We believe that the manufacturer will 
losc much of hig incentive to design and pro- 
mote new and improved products, Cléeariy there 
will be no advantage to a manufacturer to make 
the costly investment neccessary LO Css Len, 
develop and gain consumer acceptance for a new 
product if that new product will be at the 
mercy of any cut rate outlet which chooses to 
papi ialize on the manufacturer's investment, 

iii, The bulk of sales of brand name 
merchandise will become conecntrated in the 
hands of a relatively few outlets. This we 
pelieve will be a logical development - the 
"monopolistic device" referred to by the 
McQuarrie Committce 

iv, While loss leader merchandising may 
result, initially, in a stimulus to sales, we 
believe eaae eventually the manufacturer will 
suffer a net reduction in salcs volume. We 
‘arc of the opinion that the Canadian manufacturer 
requires: the greatest possible number of dealer 


outlets, actively advertising and promoting 
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the salc of his products, to achieve the maxi- 
mum sales volumc. 

wo. To the manufacturer, therefore, we 
visualize that persistent loss leader selling 
will cventually reduce total salcs, contributing 
to reduced employment, production, and labour 
pPiIcomes. 

Guormloachice: Consumer. 

Wo believe that eventually the consuming 
public widdrsutier greatest as a result of 
continued loss leader selling, for the fol- 
lowing reasons: 

i, We have already indicated our Vicw 
that ‘che hardware dealer will be obliged to 
discontinue handling those Canadian-made brand 
name appliances ‘being uscd as Loss Leaders, 

To Tent ohoss gleades competition, we must do 

so purely on the basis of price; tChisy we ohink, 
must be recognized. Consequently, we will have 
no alternative but to mect loss leader com- 
petition by attempting to market poorer quality 
morchandise (much of it probably imported) 

with consequent loss to Canadian production 

and employment, 

While we will be extremely reluctant to 
take such a backward stcp, we are, lacking 
some legislative protection against loss leader 


competition, compelled to move in any direction 
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which will help maintain our livelihood. To 
the extent that the hardware dealer would of 
necessity be encouraging the sale of low 
quality merchandisc, to that cxtont the public 
inveres> will sutier. 

44 We believe that the pupric will 
eventually get lower quality merchandise. When 
the monopolistic situation fcared by the Mec 
Quarric Committee develops fully (i.e. when 
salcs of brand name products are concentratcd 
in the hands of a relatively few large-scale 
dealers in each populated areca) we believe the 
Came wilt come when those large dealers will 
dictate to the manufacturer the price at which 
he (the manufacturer) must sell his goods to 
tae dealer, 

The cut-rate dealer who has developed 
volume based on loss leaders will demand that 
the loss leader be turned into a profit maker. 
Otherwise, the dealer will threaten to dis- 
eontinue handling the brand name product, and 
promote inferior competitive merchandise. Thus 
we will have the anomalous situation where a 
fow dealers will establish and maintain retail 
prices, subject only to the competitive in- 
fluence of imported foreign goods. 

The manufacturer will be in a position 


in which hc will be obliged to meet the dealer's 
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terms. In most cases, the only way by which he 
Will be able to reduce his price will be by 
lowering the quality of his merchandise, to 

the public detriment, 

iii, The public will lose the benefits of 
new product design and development, and the 
attendant bencfits to the economy as a whole, 
For cxample, we doubt that thc Canadian General 
Electric company would repeat its costly pro- 
gramme on its floor polisher under present 
marketing conditions. 

We do not contend that new products will 
be denicd to the public, as long vas we have 
unrestricted imports from foreign markets. 
However, we do feel that it is not in the 
public interest that Canadian manufacturers 
should lose their incentive to invest in new 
product promotion and production, 

iv. We believe that many of the so-called 
cut-rate bargains, bought without assurance of 
service, proper installation, repairs, etc., 
are often phony bargains. 

7. Summary of present. and future mer- 
chandising as forcscen by this Associ- 
ation, 

In summary, therefore, we belicve that 

loss leader selling is a prevalent and in- 


tensifying merchandising practice which 
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threatens the survival of many dealers in the 
hardwarc trade. We consider the loss leadcr 
practice unfair and unethical competition, 

which will cventually contribute to monopolistic 
situation in brand-name merchandise, We con- 
sider that on balance the advantages of loss 
leader sclling arc considerably outwcighcd by 
the disadvantages, and that cventually eae 
trade, the Canadian manufacturer and the public 
invercst will suricer, 

We feel, therefore, that iv is reasonable 
to seck some form of legislative assistancc to 
protect,the general economy acai nel Une ait 
effects of the practice. 

8, Recommendations 

We wish to place oursclves on record as 
supporting the recommendations of other in- 
torested parties who have appeared before the 
Commission requesting the climination opin wsle: 
prescnt legislation prohibiting end pricing 
by the manufacturer, This Association is of 
the opinion that it would be in the public 
interest to rescinding Section 34 of the Combines 
Investigation Act, 

®. Alternatively: 

Tt is our view that the present scale ore 
loss leader sclling, while serious and having 


decidely detrimental effects om the retail 
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hardware trade as well as on the cconomy as a 
woole, 18 At present in an carly stage of 
development, At present it is more apparent 

in densely populated areas. We believe that it 
will become more widespread and the undesirable 
errecca Will bo amvengitieso. Inerelore, failing 
a restoration of the former law permitting re- 
sale price maintenance, we respectfully submit 
that some partial alternative should be sought 
by the government in the public interest, 

Wc believe that one possible solution may 
be found by amending the Combincs Investigation 
Act by adding provision for the Minister to take 
discretionary action when tne public interest 
warrants, We feel that such provision might 
be made by an amendment to the Act reading 
somewhat as follows: 

"Notwithstanding anything contained in 
this Act, when, on a report from vhe 
Restrictive Trade Practiccs Commission, 
the Minister is of the opinion that any 
goods arc being sold, advertiscd, or of- 
fored for sale by any vendor or vendors 
in a manner detrimental to the public 
interest, the Minister may authorise a 
manufacturer, distributor, supplier or 
imoorter to withhold delivery ef such 
goods to such vendor or vendors for such 


time as the Minister decms necessary." 
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We believe that granting such discretionary 
power to the Minister is not without precedent: 
In Section 35(6) of the Customs Act Parliament 
has given the Minister of National Revenue 
authority to determine and declare the value 
for duty of imported goods, which, in his 
opinion, have not been invoiced at their normal 
price; in-Sectionm Si( bh) or vhevExcise Tax Act 
Parliament has given the Minister of National 
Revenue authority to determine the value for 
tax in respect of goods manufactured or pro- 
duccd in Canada under such circumstances as 
render it difficult to determine’ the value 
thereof, 

We acknowledge that the proposed amend- 
ment would require extensive care in drafting. 
Nonetheless, we believe that it would give 
Canadian industry an opportunity to seek as- 
sistance and protection against the ill effects 
on hoses: ticaden Selling. 

For example, we visualisc a Canadian 
manufacturer whose brand name product is being 
consistently bandicd as a loss leader and who, 
as a result, ie confronted with reduced sales, 
production, and cmployment., Under these circum- 
stances such a manufacturer would be able Co 
submit all the facts to the Minister; at the 


samc time the dealer or dealers complaincd of 
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could file a counter argument, The onus would 
pe on the complainant to satisfy the Minister 
that the public interest was in jeopardy. If 
he discharged this onus, the Minister may then 
authorize him to withhold his merchandise from 
such named dealer or dealers and/or distributor 
er distributors. 

We respectfully submit this proposal for 
the consideration of the Commission. 

2. We hayes final, uimelatved recommendation, 

When Parliament enacted Section 34 of the 
Combines Investigation Act, cffcective January 1, 
1952, 20 created problems for small businesses 
and trade associations which were perhaps nov 
cnvisaged by the legislators at that time. 

These problems arise out of the present 
uncertainty of the correcy interpretation of 
the law. Frequently, small businessmen are 
required to seek legal opinions which involve 
considerable expense. Unfortunately, opinions 
received are often so contradictory as to 
prove valueless, and the small businessman 
and/or trade association is teri Mo Peuver Olt 
then when he started. 

We believe that Parliament should cmpower 
the Restrictive Trade Practiccs Commission to 
hear matters submitted to it by business in- 


terests, and to express an interpretative 
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opinion as to the legal position of any person 
seeking such opinion. We are not necessarily 
proposing that the Commission should function 
as a Court of Record, but do believe that the 
Commission should be authorized to function as 
a lay tribunal something along the lines of 
the Tariff Board or the Income Tax Appeal 
Board, to which the small businessman or associ- 
ation may turn, without cost, for an author- 
atative opinion as to the interpretation of 
the present law governing re-sale price main- 
tenance and for guidance as to his position in 
respect of the law. 


All of which is respectfully submitted, 


THE CHAIRMAN: Do you wish to comment on 
anything in the brief at this stage, Mr, Gilmour? 

MR, GILMOUR: Actually, no, I have no 
further comment, Mr. Smith, other than that I Think 
we have tricd to outline our vicws as much as pos- 
sible in our brief. However, if there are any 
questions we will be happy to do our utmost to 
cooperate in trying to answer them. 

THE CHAIRMAN: There probably will be some 
questions. I thought perhaps you might want to make 
some explanation, or some other members of your com- 
mittes, 


MR. GILMOUR: I possibly would like to 
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refer back to the table, to which earlier reference 
was made during the presentation of the bricf. 

Actually, gentlemen, if you will look at 
your copies of it, you will see in the top column 
there, in red figures information which shows to the 
best of our knowledge, the cost to our hardware 
dealers, Then, listed below you will sce a number 
of names, which were advertisers in the datirerent 
Toronto newspapers, and also the dates upon which 
the advertisements listed appeared. Then, opposite 
the dates that these advertisements were made by 
the respective dealers are listed the prices at which 
the merchandise was advertised. And I think when you 
lock ab it == well, take the first column, if you 
like, which refers to a Mixmastcr, where the average 
rotail hardware dealer's cost is $40.58. If you 
will look down the first column, you will not tang 
any one instance where the article was advertised 
at the retail level over $40. 

That carries through with the rest of 
these ficurées in here, They vary, some ate up and 
some are down. In the great percentage of cases 
these figures, at which the merchandise was advertised, 
are less than what the hardware dealer had to pay for 
them to obtain, vhem, 

THE CHAIRMAN: Do you know, Mr. Gilmour, 
what price these particular dealers had to pay for 


a Mixmaster and a polisher or a Mavi ANG SO O17 
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What I am thinking of is that these merchants who 
appear to be advertising at these rates all seem to 
Den fag) Meat es) Tecan recalld, Decpice who “are “doing 2 
pretty substantial volume of business. I am wondering 
if they pay $40.58 for a Mixmaster, or if they get 
it at a lower rate, and whether you have any know- 
ledge about that, 

MR. GILMOUR: Well, I cannot say what 
these particular gentlemen pay for their merchandisc, 
but I do know that the figures in red are what our 
retail dealers have to pay for the merchandise. 

Now, 88.1 understand it, these, items, here , 
for instance —- you wild notice there is an item 
with the letter (s) after the red figure, That 
indicates a single purchase, a single item, Then, 
you will notice that the other ones have in brackets 
the numbers 3, 4 and 6 as the case may be, and it 
is my understanding that, regardless of the quantity 
to be purchased from the companies, that that would 
be suhery tock bottom price, The rock bottom price 
that we could obtain the merchandise for. 

THE CHAIRMAN: We had one of these people 
pefore us in Toronto who indicated that he had 
handled, L think it: was, thexG.E. polisher in pretty 
large quantities, and at one time he had advertised, 
if I recollect correctly, at $32.85, as his rock 
pottom, We asked him if he lost money on it, and 


he hesitatcd -- he started to say that he might have 
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lost a little bit, and then he did say, "No, L got a 


special price on that, and 1 made a little money on 


mints 
Now, that is the kind of statement we arc 
trying to get to the bottom of -- because if these 


people have means of acquiring thcse articles at a 
substantially lower price than your people pay, it 
may be that they are not loss leaders to them, 

MR. GILMOUR: Did he submit any proof as 
to what his costs on the items were? 

THE CHAIRMAN: He did not produce invoices 
with regard to that, no, He did say that he had 
got a special buy, so that he did not actually lose 
any money, even at that pricc. 

MR, GILMOUR: Then, that would be in the 
category of a special, a quantity of clean-out or 
distress merchandise would it not? He maintains 
that he got a special buy. Would that not be that 
that was a special instance in which he bought that 
merchandise? 

CHE CHAIRMAN: I do not know just what the 
special circumstances were. It may have been that 
he was buying out a surplus stock in the hands of 
the wholesaler, Thav mighnce pe. 

MR, JOHNSON: It might have been that it 
was just a dodge. He was not able to produce proof, 
and he hesitates, as you say, to commit himself that 


ne Mad sold et a Lose. 
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THE CHAIRMAN: He left the clear impression 
with us that he did not always pay the same price for 
the goods that he would be selling, and that, generally 
speaking, his price would be higher than that, But 
he also left the impression that on this occasion he 
said it was not, 

MR, GLLMOUR: Speaking along that line, as 
I mentioned at the beginning, I was in the retail 
business until September 1, operating my own business. 
Under date of May 25, 1954 the Toronto Daily Star 
advertised Canadian General Electric polishers at 
the price of $33.95. 

On May 25 I phoned to the company and I 
asked them for their price on 100 of the floor 
polishers,and they told me that their very best 
price they could give me was $35.43, less 2 per cent 
charge discount, I said, "Is that the rock pottom 
price on any quantity?" And he said, "I don't care 
whether you buy 100 or 5,000, that is the best price 
een ever you. 

THE CHAIRMAN: Is that the General Electric 
Company itself to whom you were talking? 

MR. GILMOUR: Yes, the General Electric 
Company itselr. 

THE CHAIRMAN: Do you usually buy from 
that company, or from a jobber? 

MR, GILMOUR: So far as the General Electric 


merchandise is concerned, I bought from them, because 





i en a 





cs eos ‘sania roca pow site ar 

a “ Bbedor ite! he cere t ai 
saber “9 eh asm | of Porigndgog, tina 

i W888, ehh: winow® ont eet! ie a 0 oéeb Reich: ; 

hal prodadon obstoer Aanstied sakes) D 









20.088 No tt wea 


ie ‘Sra engin ‘acd 29, bottedg, t Ps wae aD, | 
oa aiid Ae. ey re vorey bond Tr | orks Sedea 
Smet ‘nay, minal 


a at oe 


echt bles Biot, yaad bis, erodatiog’ 


see aba at peak Neb eM aati hid vy bites ad st 


, wodiod tou ont dais ay bisa: z 


ethos Iprotiot adie isds wy), 


at ae Sa baa ‘UOTE Pe 


my 


CERO. deep 5s (hema au Sith. “peaadang: ws AG i 
osha: Rien owt Ae aes PORE to, aor wed Koy rcitbagty. 
vs AION ovis, fe nae 5 
| aA aa? 
Ba Bi nen gnisltae, Hine usoX Nocti on ‘saa vege. 
oe terannd gilt yao» Auowite <i 


fa 





¢ re sbomiastios at  Satbas irom 





- 3075 - Mr. Gilmour 


Iwas their agent for the community in which I 
operated. 

But that meant that, regardless of the 
quantity, whether I bought 100 or boven 5,00. ob 
could not meet that price. I would lose 79 cents, 
plus everything else -- plus transportation and every- 
thing else -- to my place of business. 

THE CHAIRMAN: Do you know what price the 
jobber, let us say, in Toronto, would pay for that 
polisher: 

MR, GILMOUR: What the jobber would pay? 

THE CHAIRMAN: Yes, what the jobber would 
pay to the company? 

MR. GILMOUR: No, I dontt know what the 
jobber would pay. 

THE CHAIRMAN: You, in buying direct, were 
apparently getting -- or were apparently being 
charged the same price as the jobber would charge 
the retailer, is that not correct? 

MR, GILMOUR: Yes, that is Pies, 

THE CHAIRMAN: And the jobber would have 
to have a certain discount in order to do business. 
In other words, the General Electric Company jOuaalker = 
to the jobber would be below the price to you? 

That is, on a direct sale? 

WR. GILMOUR: The jobber, yes =- ehotild “be, 

for the jobber to make his margin Oc prot, 


THE CHAIRMAN: The jobber would not be in 
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business very long if he did not have something to 
work on, 

MR. GILMOUR: That is right. 

THE CHAIRMAN: But you are not able to say 
what the jobber's price would be? 

MR. GILMOUR: No, I am not prepared to say; 
I cannot say. 

THE CHAIRMAN: It seems to me that in many 
of these cases the retailer buys from a jobber and 
it might be in some of those cases that, Very OC - 
casionally, he gets a special buy -- I don't know. 

MR. GILMOUR: Our members would be such, 
on the average, that they would not be in a position 
to buy as jobbers. They are so small -- too small -- 
and they would not be in a position to buy a suf- 
ficient quantity to be classified as jobbers or 
semi-jobbers., 

THE CHAIRMAN: No, but what I am thinking 
of is this, that a jobber:who gets a special discount 
from the price which the retailer would be expected 
to pay, may be well stocked up. He might find as 
the season is going along that he is not selling his 
stock as well as he had hoped to sell it; and if a 
fairly large retailer came along he might give him 
a special price, to unload a substantial part, or 
even all of his surplus stock, and in that case the 
retailer might get a better price than he would other- 


wise. 
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MR. GILMOUR: That would be possible, but-- 

THE CHAIRMAN: That sort of thing could 
happen? 

MR, GILMOUR: But, for the length of time 
that this practice has been going on, there must have 
been some tremendous stocks in jobbing houses. 

THE CHAIRMAN: I would think there must 
have been a number of them at one time or another, 
Apparently a lot of them have been sold, in any 
event. Is there any other member of the delegation 
who wishes to make any comment, or to add anything 
at this stage? 

MR, CAWKER: I might add a word in reference 
to one of these consistent advertisers at distress 
prices, in our estimation, Their place of business 
is within five doors of one of my stores, and it has 
meanbathat’incthe small traffic eppliances, “such 
as ironers, toasters, fans, and what have you, our 
gales have =- well, for all practical purposes, they 
are practically nil on those commodities, now. 

THE CHAIRMAN: And you are referring to -- 

MR. CAWKER: I am referring to the New 
Era, 

THE CHAIRMAN: They are continually selling 
them at those prices? 

MR, CAWKER: They are continually advertising 
at prices which we cannot compete with -- we cannot 


nearly compete with, Their resale prices advertised 
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in the window, I would say, right at the present 
time, are within 10 cents per unit of our laid-down 
cost, And I think we buy reasonably well. 

We have three outlets, and we can buy 
reasonably well. But we are not in a position to 
nearly compete on these traffic appliances. We do 
not carry the major appliances; but on the traffic 
appliances, we are just dead beat on these items. 

MR. FAVREAU: In the case of such advertise- 
ments of prices very close to those which you buy 
yours, as a dealer, have you had occasion to check 
whether these advertisers were really substantially 
stocked on these articles, on this merchandise? 

MR, CAWKER: I think that in this particular 
company you can obtain the merchandise. We have had 
instances where there nailed down products -- they 
are advertised at distress prices, and when the 
customer goes to obtain them they cut off. But in 
this particular case, they can obtain the goods, 
yes, 

MR, GILMOUR: When I said, in our brief, 
that this practice has not cleared up, I would say 
that I have with me here a copy of the Toronto 
Telegram of Monday , September 13, in which they are 
advertising General Electric irons and kettles at 
$8.95. We also have with us, here, proof of ad- 
vertisements since back in April. So I mean to say 


that we wish to prove the point on that, that this 
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is a continuing practice by those who are practising 
this type of merchandising. This paper is September 
13, and this advertises merchandise at the same 
price as what it was being advertised back in April. 
So the practice is definitely a steady practice. 

THE CHAIRMAN: Then, if none of the dele- 
gation wishes to add anything further, perhaps Mr. 
Wickwire would wish to ask some questions. 

MR, WICKWIRE: I have a few questions, 
yes, Now, Mr. Gilmour, you have referred to the 
schedule on the unnumbered page of your brief, 
following page 2. 

MA. ELOMOURS, Yes, 

MR. WICKWIRE: And the advertisements 
appearing there in the Toronto daily papers. You 
have set out near the top, the hardware dealer's 
cost of,first of all a Mixmaster, at $40.58. I take 
4G that is a Sunbeam Mixmaster, is 207 

MR. GCLLMOUR: Yes 5. 2G is) 

MR, WICKWIRE: What is the suggested selling 
price of that Mixmaster? 

MR, GILMOUR: $58.95, 

MR, FAVREAU: It is $58.95? 

MR, GILMOUR: That is correct. 

MR, WICKWIRE: And what is the suggested 
selling price of the G.E. polisher, the next item? 

MR. GILMOUR: The G.E. polisher? 


MR, WICKWIRE: For which the dealer's 
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Coee eine ly te $35.15. 

MRP CLIMOUR? Y Lets $54 50 

MR, WICKWIRE: And what is the suggested 
selling price for the G.E. kettle which costs the 
dealer, singly, $9.45, and in lots of four it costs 
$8.78? 

MR. GILMOUR: $13.50. 

MR. WICKWIRE: And the G.E. iron which, 
singly, is $9.07 and in lots of six is $8.42? 

MRY GULMOURS) T@“ie 22795), 

MR, WICKWIRE: And the suggested selling 
price “for the GE. Junior Mixer —< what is that? 

MR, GILMOUR: Yes, the Junior Mixer. 

MR. WICKWIRE: The single dealer's cost 
is $17.47, and in lots of three it is $16.22. 

MR. GILMOUR: The suggested retail on that 
is $24.95. 

| MR, WICKWIRE: And the G.E, pop toaster, 
on which the single price to the dealer is SLOge, 
ane an love-orvenrce 10 weral ive. 

We. GTUMOUR? Temi $27.50" 

MR, WICKWIRE: And the Westinghouse steam 
iron which costs the dealer, singly, Si, o5eand in 
lots of six costs $13.80 -- 

MR. GTIMOUR: It ds S21595. 

MR. WICKWIRE: Now, the Chairman referred 
to you at the end of your brief, a statement by a 


gentlemen who was heard in Toronto before the 
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Commission with reference to the G.E. polisher, 
That gentleman, I think, was Mr. Charles Lewis of 
New Era, who is listed in your schedule. And on the 
G.E. polisher it shows the lowest price at which 
that article was sold by New Era as being $32.95. 
t think tliat is) correct, 18 10 Moo, Mie. Gilmour. vu 
only appears once at $32.95, It is the third item 
down under New Era, 

MR. GILMOUR: That is the polisher? 

MR. WICKWIRE: Yes, the G.E. polisher. 

MR. GILMOUR: Yes, under the date of May 3-- 
the Toronto Daily Star. 

MR. WICKWIRE: And at $32.95? 

MR GIUMOURS ~Thao is vie, yes. 

THE CHAIRMAN: It appears once again at 
$32.95. 

MR. GLUNOURS. Yes. 

MR. WICKWIRE: And in all other instances 
ie ete over (555. 

MR. GILMOUR: That is right, 

MR. WICKWIRE: Then, on page 652, volume 
5 of the transcript of evidence given by Mr. Charles 
Lewis of the New Era Home Appliances Limited it 


reads as follows: 


Mr. Lewis: Yes. Now we sell them every 


day -- 


That is, he is referring to the G.H, 
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polveher == 


pena 7. (os our every cay soliine 
price. When we run a large ad, 100 floor 
polishers at $32.95. 

Mr. Wickwire: What does that floor 
polisher cost you? 

Mr. Lewis: You are putting me on the 
spot now, sir, because you see, I will say 
with the average dealer it costs $35.40 -- 


that is, $35.43, as compared with ours. . 


and then he continues -- 


--. but T do get them for less buying 
them in large quantities, In case there is 
a G.E. man here and they know my source of 
supply -- I don't want to aul ort mysely of 
supply. 

Mr, Wickwire: In how many cases have 
you sold them below your laid down cost? 

Mr, Lewis: Oh, not very often, I just 
picked on thay one Stem, loom polieners, 1 
will say, lately, even at $32.95 I am not 
losing money. 

Mr, Wickwire: You are not? 

Mr. Lewis: No, I am not losing actually 


pecause I buy them in very large quantities. 
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I think that was the evidence to which the 
Chairman referred. Have you any comment on that? 

MR. GILMOUR: My only comment on that is 
the remark I made a moment ago, from my own personal 
experience in trying to obtain floor polishers. 

MR, WICKWIRE: Yes. 

MR. GILMOUR: In which I personally -- and 
I operated my own business in Carleton Place which 
is only 35 miles away from here, and I phoned to 
Ottawa, the General Electric Company here in Ottawa, 
and I was told that it did not matter whether I 
bought 100 or 5,000, that that was the only priced 
could get. 

Now, I cannot conceivably think that Mr. 
Lewis or anybody else, any other organization, will 
buy that particular item in lots of more than 5,000 
units. 

MR, WICKWIRE: He was talking about lots 
of 100 or over, I think. Apparently he had a source 
CMeSUpOLy = 

MR. GILMOUR: It is possible he could 
have had -- I don't know. But I certainly could 
not figure it out, how he could do Le. 

MR, WICKWIRE: Now; I am going to refer 
you to evidence also given before the Commission 


in Toronto, the same volume -- volume 50 =— pare 7 //. 





ASI E. 
Sear 


th t rh Pe 
iu ct 
be sh i : 






th, 





} ts 1 7 a a) vs a 4 a . 7 7 , 

al ih ee in tT 7 : 7 ié 
Baty a - » a By 4 

Be iy chuberes ‘ina a ear ir ee noe i ti, Pe | 

Ariat Ves , ’ J 


ae) 






i, i 


ease ane deseriontens ne sii bard a 2 we botaz a, a 






a? 
| 


















ie ae Nba a wot te; nf ; Certua se my ’ * om “y SMB: a on a ‘ylae ah. 





; Me care Ree ee ee eer ieee 2 mil Py 
1s Gwin } SER z SA) eRe ren! es ee a ae r 
A py aie ge se re BUMS RS) Sale | TN lees aria > Fae OR LOC 
Ai} ! J i j i a { ' : Way : LL , e 

view ¥ H Oe iu ay yy ® A \ mn) Ue ey A 


oo ‘at amet. a 


‘ 
a i 


DST ere eo ge bkhs ce ten a post af Tt oc 
vane se. ; : } j / { i 


ae Lae EW sd vide ' ‘ ; 
E ae . F 


a WA, daly hathsees MALT isl am a ee RS le aha ; 
BR ae 1 RE NM CSE fake Sek ded ry OOD e ae, Ab fi degsod 2 
? a NE Tae) F ; FF fm a ie wa be ~ Torn Gs ; 
We TG a ewe sry nor . | 8 A BEG e 1 ; 

+ ul ( eS) aa eee ae f ere ih i Ny an ia oF : 
ere ae 1 ARR RR RA TUS Sed Sate Pits ae mantise tL. ewole 9 aT 


eee ai the pit cit as es as oo oe mS ye / F ay ee > : 
ha ; ae eh a SPOR A BOB Dee eH ‘ . i ad nh aah han ‘> eee, kal . 
RNAP Eg RG) os 00 OES ae Ge Thee ne ee gl ape EME « DESO eal Ls #10: eiwal- " 


ied fa MS a jek adi iy i seal ; Me ;, A! Poe Pal i SF i> i 
ee “ ‘5 ith Sst aay bee 81S a Un ni t, iis ek “i pitior es sy. dee e afc. “= i 
Y 2 
ie trae: . 
b tary 
‘ white ae ea RU a i he ; ; ui 
FTI EMS: ES wy. rake). * SERRE ite tall ie 





Seen ee MENA Ces ° a i, Jee: I 
1). em a tea vit “Bio awe cats! af ot nb PEM? es aa Fs sital det ile ames i; 'e ¢ 
yf ROE A ROR et, CAN Meese: Re arly 108-00 Vy | Teg 





a ; WS te id ea?) 1 nt 
Tiga i ; 1 RY wei TU Ae tek eee te 
K, y ' rua nis i eR he ee Lv 2 RAE ae 
oF af ite ee ; , 
\ i} 







i ” { yg Mi : a - i F 
up Pi my oa AR. Ra by ad ee gee ee 
fi Dies it Mae D Oud woos J 'nek I “Asst vied: 
Hi ‘ i y, A i ra : ke i i } , a - 
; (72 Of Pluto ef wod . dye. de onwe tors i 


a . ‘ 


“ 


ry £41 aren my, An ie 9 te oh ya f ’ 
Dison orethd asta, ee re gost Dive od BOY, i‘! 


ee 


nee ; ae |! i, 2” 
ba -eahin AV: pe Srtloy ose ate Otiervol ar 
alta ‘i thet vt ; a © 7 7 or) ‘a i 


- 3684 - Mr. Gilmour 


This was in the prief submitted by Eddie Black, © He 
is oné or the advertisers listed in your schedule. 

Mie Gl LMOURS ves, 

MR, WICKWIRE: And he appears one or more 
times. According to your schedule he sold the G.E, 
polisher at $33.75. That was on April 29, is that 
correct? 

MR. GILMOUR: Eddie Black, the Globe and 
Mere eprid 26 'S$33.75 =-- yes, thatvis rignt, 

MR. WICKWIRE: And on the same date 
advertised the Gin, iron for $6.95? 

MR, GILMOUR: That is right, 

MR, WICKWIRE: Now, I take it that Eddie 
Black Limited is known as a cut-rate house, is it -- 
or a discount house? 

MR, GILMOUR: I dontt know -- perhaps Mr. 
Cawker could answer that question better than I can. 
I am not familiar enough with the city of Toronto, 

MR, CAWKER: Mr. Chairman, I do not believe 
that the company mentioned by this gentleman is noted 
as a particularly cut-rate house, It seems that in 
several instances in the city of Toronto these deep- 
cut prices have been started by names that are on 
this schedule here; and other companies, such as 
Eddie Black, have apparently had to adopt the same 
DoOlicy. 

MR, WICKWIRE: Well, perhaps not a cut- 
rate house -- but do you prefer to call them a 


deep-cut house? 
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MR. CAWKER: No, they are not, originally -- 
no. They were quite ethical, originally, in our 
estimation, wan punGi Lajustwvecently, 

MR, FAVREAU: He told us that he was against 
the practice, but that he was dragged into it. 

MR, CAWKER: Yes, that is it; that has been 
the situation. 

THE CHAIRMAN: In that connection, there 
was an ad by another of these stores on the same 
article just the day before, at the same price of 
$33.75. That might have been the reason, tor his 
doin be 

MR, WICKWIRE: That might have been the 
stimulus. 

THE CHAIRMAN: Yes. 

MR, WICKWIRE: Then, on page 777 of the 
transer tou L find this an the Paict presented by 


Eddie Black: 


We believe cut-rate houses are a benefit 
to the public, by reason Of the low prices 
which result on prand-names, and render a 
service to the manufacturer because usually 
they are an outlct to move large quantities 
of inventory or declining models. In any 
event, the manufacturer still gets his full 
market price. Another reason for the growth 


of the "cut-rate" house is the attitude, we 
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believe, of the retailers themselves. Very 
few business men in the electrical appliance 
business have made the adjustment from 
"wartime sellers market" with its shortages 
and high prices, to the existing "buyers market", 
Instead of shaving profits to give consumers 
the benefit of the enormous post-war manu- 
facturing and volume of sales, many dealers 
are concerned today; over (the Josssoftsales, 
and this loss is a result of their own in- 
sistence on keeping retail prices high, 
Retailers we believe must accept the fact 
that, whether good or bad, "cut-rate house" 
is here to stay. They have touched off a 
change in retailing that cannot help but 
lower the prices to Canadian consumers and 
to compete with them the department stores 
and other dealers have the onus of cutting 
down the heavy distribution costs, and of 
getting the manufacturers products from the 


manufacturer to the consumer at a lower price, 


Now, would you care to comment on that 
passage taken from the submission of Mr. Eddie 
Black? 

so MR, «CAWKER: May I comment upon it? 
Mn. GLLMOURS. -vyee. 
THE CHATRMAN: Yes, Mr. Cawker, you, may 


comment, 
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MR. CAWKER: It seems to me that, having 
been in business for a long period of time along with 
these other gentlemen, that it is just not horse 
sense to say that a man can sell merchandise at cost, 
There is your profit and your expense incurred in 
those items somewhere. If I sell a General Electric 
kettle at cost that profit that I ordinarily would 
make on that kettle has got to come in somewhere 
€lse, There are costs involved in doing that, 

And, so far as the public is concerned 
they might gain on that particular item; but, some- 
where clse in my store the profit on that kettle is 
hidden. It has got to be. Because the cost of 
doing business is such that you cannot sell merchan- 
dise at or below cost. It has got to be concealed 
somewhere clse. It is just horse sense that that 
must be so. 

THE CHAIRMAN: You cannot sell all your 
merchandise below cost, that is a ccrtainty. 

MR. CAWKER: No, certainly not. 

MR, WICKWIRE: Of course not,. But, Mr. 
Cawker, there have been suggestions made before 
this Commission that, on brand name articles, such 
as are listed in this brief, that the suggested 
retail price is unrealistic, and that oy oe boo 
high, and that by reason of the fact that it is 
too high it has opened the door in these so-called 


loss leader practices. Would you care to comment 


7 7 aye a qx A ) ‘ 
a 3 7 5° 5 We 
cane Eh eae tex fy: Sy eae 
br aki LA eae aioe ape 








pon na at cea Pore he 4 
: Sib oh inetd aelyser the Sema, atey ddgzm yond | 
ak plete, itt: fie Pavone onto pitode: Noi ‘hk gato wngectee: 7 
| ‘a ‘ab: auld ‘oanmvat 3d ot) Toy ‘eat i ; si at a 
ra <igt 2a Thee Heche ‘bog! tas savecee evintand: antob, 
etenditag. er pho: fed az? (Pees woled 0 da #elp 
| aid ath vane ‘panedd a it ~ un ne ,} 
oN. 1 ‘ioe: Miia poy’ mee | ak a 
‘eae (egies 8 bk Was? (odd leRod wiisbailabae 
ye. att tebe iit + | ms 
ist seni, ton ‘ment +0) one cae 
\ na, Sem, antl dita good avail! ae er 
bist ena Seat, Ganared “go. age Bete eid 
é agg Bea. aed <toted ast 008. Soa ae 









ae ae weo8 od, peincqo, sat at sate ot 






iy sf: i * feet a 
my pies Woke Kiros +eootd sang sebeut = 
fi i in r) a ‘ ; ; 
A a) ' A 
ay ve 7 
(en Waple suk 


~ 3688 .- Mr, Gilmour 


upon that? 

WR, CAWKER: I do not agree with that, 
because, Raving been.in business for a period) of 30 
years, I know that you have certain costs involved 
in doing business. And, taking it on an average, 
you have to have a certain percentage of pone in 
the hardware industry, in the retail end of the 
hardware industry. And I dontt think the ordinary 
discounts that apply to the average hardware retailers 
throughout Canada are exorbitant, I do not agree, 

I maintain they are reasonable and just, 

MR, WICKWIRE: Do you agree that some 
dealers! costs are much higher than those of others -- 
their costs of doing busincss? 

MR, CAWKER: Well, according to D.B.S., 
there is not too big a spread there, 

MR. WICKWIRE: As I understand the D.B.S. 
figures, there is quite a wide range in costs. So 
that the average does not really give you the true 
picture, 

MR, CAWKER: There, again, your profit 
margin varics, too; because your larger dealer, as 
intimatcd in the evidence you have just read to us --~ 
on certain purchases of merchandise he will get a 
preferred discount. But, therefore, if the larger 
retailers, the larger retail outlicts, have larger 
selling costs, or costs of doing business, pe Oe 


taken care of in the larger extra discount that they 
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buy merchandise at. 

MR. WICKWIRE: Some of them also seem to be 
making a profit sclling -- some of these so-callcd 
houses -- scem to be getting along with a profit 
acl line large quanbvitics au rcauccd prices, 

MR. CAWKER: I still maintain that somc 
place along their sales that profit that they have 
Sacrificed on some of those ivemsiis hidden, It 
Mas. to be. 

MR. WICKWIRE: You have heard of the 
Ontario Association of Radio, Tulcvision and Appliance 
Dealers, Incorporatcd? 

MR, CAWKER: tT have heard,of them, yes. 

MR. WICKWIRE: At a mcting passed by 142 
Toronto dealers, in St, Margarct's Hall, April 28, 


1954, these resolutions were passed: 


(UT) Teas "the Popinion ct the ideatiors 
present where list prices are too high that 
the manufacturers immediately adjust their 
suggested list so as to bring back to the 
buying public some semblance of valuc so 
that cut-price dealers cannot show such a 
difference pctween the manufacturcr's sug- 


ecatcd list and their sclling price, 


I take it that you would not agree with 
that? 


MR, CAWKER: I do not agrcc, no, 
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MR, WICKWIRE: Nor your association? 

MR, CAWKER: I still think -- and I am 
speaking of the average merchant again -- that his 
percecntage of markup in these articles under dis- 
cussion, backed by the servicc -- the good service 
that the average dcalcr is supposed to give on brand 
namc merchandise -- that the profit margin is not 
exorbitant, But on the other hand -- and I think 
we have possibly somc evidence of this -- some of 
these so-called cut-rate retailers that een 
listca on this schedule herc, at times are not 
giving scrvicc on these loss leader items. 

MR. WICKWIRE: I think that is correct, 
Mr, Cawkcr. But docs not the customer get his et a(e rb ex 
of whether he paid cxtra for the service, or not? 

MR, CAWKER: When you or I or anyone clsc 
buys a Gncral Electric kettle, whether we pay $14 
for it or $4 for it, if it is now, we assume -- 

MR, WICKWIRE: That it will not require 
Sey LeCre 

MR, CAWKER: That a dcfinitc guarantcoc 
gocs on that article. 

MR. WICKWIRE: And also, I would assume 
on a G.E. kettle, that it would not require scrvicc. 

MR, CAWKER: Well, they do, at times; but 
wo assume that it will be taken care of, and no 
questions asked, by the party from whom we bought 


that kettic, 
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MR. WICKWIRE: That would also apply to 
an iron, I, take it, 

Nix, CAWKERs on ihat ds.correct, 

MR, WICKWIRE: But diffcrent considerations 
would apply to a IV sct? 

MR «a CAWKER: ~Notumecessaraiy,. mo. Air 0 
is a good brand name of merchandise, I do not think 
it should, 

MR. WICKWIRE: Wcoll,.I think there is 
evidcnec that on an article such as a TV set it needs 
cortain adjustments in order to get it working 
propery. 

MR, CAWKER: Well, I cannot speak with any 
authority about TV, because we do not carry Gy 

MR, WICKWIRE: But the so-callicd traffic 
appliances necd very little service? 

MR; CAWKER: Wcll, I would not go along 
with that; some of them necd considerable. 

MR. WICKWIRE: But they arc all guarantccd 
by the manufacturer? 

MR, CAWKER: That is right. 

MR. WICKWIRE: Then, this is the sccond 


resolution: 


We suggest that the manufacturers 
change the present plan of sclling to 


dealers, 


the doaler at “under the table 
Sccondly, that when the manufacturer 


gives a special pricc to any one dealer, 






c 4 oie 1% " 


aah 
+ XK 






a Be te ‘ 




















. WLM 
4 a Rol iae. aa agua at i rt . 
ae yh | “nbusit ib ton, va # en doo ob ot bbs a nm mn s 

Age apace ten. or ‘or Conia we Ee : ahi Ny 
a eat, Dhara ote su asa Re ‘ | 
a Sta) Puna. crane ‘ He ey agion ouaet nie Dogar meee 
i ae “a a oy dors sition % wae i samo fit), tye heehee 


wae ee tiie AL ty 


Sh an te | Sielesabtectes boon wel te see seat ae ‘On 





i , i if apm te id ae Sua aac a : 
ee eat “pha ian tect. rg iy da A "4 
NG : He) cel a ed aoe cia pac ‘ie | ; . ft Ma 


RO CG as iia ee smonteteaus Mr 
tao am ide Aes dsp: eee ay 
ao “Ae mt. Uri oa rag wet ‘esa. 


r oe vide noha sagt atta’ Py, i ap 









5K . ° 
= 3092 - Mie Gilmour 


the same price should be offercd by the 
manufacturcr to his othur dcalcrs, providing 
they take a rcasonable number of machines 

and not makc the quantity so large that the 
legitimate dealer cannot participate in the 
price reduction, or put the legitimate dceaicr 
on a retroactive basis whereby he can go out 
and makc some moncy in competition with the 
largs buyer. This would give him some in- 
eentive to cnlargc his business and eventually 


he would make a large buycr, 


Do you agrce with that? 

MR, CAWKER: I agrec with Vnavsy butane 1s 
Sole niou Cacril cine Miss marer aro! worn. 

MR, WICKWIRE: Now, perhaps Mr. Cawkcr, 
on this gucstion of scrvice that you have mentioned, 
the cost of giving service would also add to the 
€oate or tho article, I vake 157 

MR. CAWKER: Yocs. 

MR. WICKWIRE: Is there any room for tho 
two mcthods of mcrchandising (1) of mcrchandising 
an article without scervicc, under which the customcr 
can take his chances and (2) merchandising the 
article with service, with omphasis on the scrvicc, 
whereby if anything gocs wrong he gocs to any of 
you gentlcmen as dealers and says, "Fix Te On 
which you make a proper charge? 


MR. CAWKER: I can sce the possibility 
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or that schedules. but I can .also,sce a 16t of con- 
fusion regarding the salcs policy which would have 
vo be sect up by your. manufacturcr, And your ad-~ 
vertising or your stipulation at the time the salc 
was made -- it would have to be clearly understood 
by your customer at that timc so that it would not 
Sdd.to, che <ontusiom, . is thau wero not donc, it 
would add to the confusion, and you would not know 
whether the article was guarantccd or whether it 
was not, 

MR. WICKWIRE: There may be some. difficulty 
about it, but that is a possibility; there is that 
possibility of having two distinct types of merchan- 
CLe2ie: 

MR. CAWKER: Ycs, 

MR, WICKWIRE: Do you know a journal which 
16 called whe Trade Bulldcm, which iwoncrns, radio, 
Pelovision and applianccés? eoclicve atais) publisocd 
SO COTE, 

MR. CAWKER: Well, whcn you talk about TV 
and scervyiec, I think perhaps Mr. Johnson of Grimsby 
could answer best, 

MR, WICKWIRE: And appliances. 

MR, CAWKER: He is bettcr qualified to 
discuss those mattors than,7 am, because ho is 4 
Barvies man. for Goncral Electric, and also selis TV. 
So if you will ask. him those questions, perhaps it 


would be better, 
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Min, WLOKWERE S oen, Mire Jonnson, do you 
know about this journal? 

MR, JOHNSON: Well, I know of it, but TI 
don't know a great dcal about it, 

MR. WICKWIRE: I have a photostat copy 
from the August 1954 issuc of the Trade Builder, in 


which it is suggested as follows: 


It is possible therefore that the public 
may find two types of dcalcrs, thosc who takc 
a personal interest in their needs and problems and 
assume responsibility for the satisfactory 
operation of the purchase, and those who 
offer merchandise at a lower price with the 
understanding that the customer is more or 


Wess On fa. Cuth. 


MR, JOHNSON: I think wc have that kind 
Or business Now, bul’ Not lceioimatcly, It is “taking 
Dlece. the arvicies arc supposcd to De Buaranvecd. 
bue they arc ignoring the service. ft have hada 
numbcr of inetaences —- well, Lo mien’ explain what 
iaave a service dcpov La in town, do nov wind 
Gelling you that to rum this scrvice in a town like 
Grimsby costs a lot of moncy. But I make it a 
orice DOInl Uo SiVve service, = doe! Tan ivi ae 
a service to that town if I look arver my customers. 
ai to docs cost mc moncy. 


T have had a numbcr of instances where 
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articlcs havc becn purchascd out of town and at these 
prices which arc listcd right here, and they have 
come back to me to be serviced, because the other 
fellow just would not do it. 

MR. WICKWIRE: And for which you can make 
a charge? 

MReU. JOHNSON: “Yes ,butethervGeneral Bicctric 
Company have a flat rate charge, and to do the other 
fcliow!'s dirty work docs not pay mc in any shape or 
form 2 I Sel) am arvielc®origcinaliy») then asra 
Service depot Imect ea dollar, to do 4a job 
which probably costs move ‘than that. i) seb the 
ervlelo,. and, Dam hereto sive service ona, Bur 
when I have to do it for the other fcllow it docs 
Mov pay, Gewould: bel far peeter To getsouy of the 
service business, and do the same thing as he is 
GOLaS . 

MR. WICKWIRE: Why can you not charge for 
it? 

MR, JOHNSON: Becausc, as a franchise 
dealer I have agrccd with Gencral Electric for service 
at a ccortain flat rate. And in that instance -- if 
you wish mc to give the name and address of what 
happened -- this was in connection Wie aul V Bee. 
These people purchased a TV set, and it was purchascd 
from Brockton Tirc and Radio Company at L6ly Danforvh 
Street West, Toronto, 


MR. CAWKER: It was Dundas Strecv,. 
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MR, JOHNSON: Oh yes, Dundas Street, It 
was undcr guarantoc, ‘They had trouble with the TV 
set, as you have said, Then, as has becn pointed 
out, Chis set mequired to be.adjusted in the home. 
However, they just picked it up and brought it home 
and: se G ah Uppy cand hb Wjus did not Work s+ or ait iit 
did work, only worked after a fashion. 

Welbn theyrca@licdus imas On Ghewfivsh wisit, 
it, guet)co thappcned -<iand ifseany of you gentlemen 
have any TV scts you will know that this docs happen, 
that. you call someone in and by the time he gets 
There the dam thing 1.s,coinpragsin. anevoleicasc 
it was going, and I made the trip at no charge to 
the eustomer, becausc it was going, 

However, in the matter of a day or two we 
Were cabled inaaeainvon wheat Perio, siincidentally , 

T had an understanding with them, that so far as 
service was concerned, we would do it, yes, but 
naturally we would have to charge them for ela y 

And it amountcd to $14.60 for thcse items -- four 
tubes, and adjustment and so on, which came to 
$14.60. I gave them a receipt and said if they 
wished they could present it to the dealer, and if 
the people who gave the guarantec wishcd to honour 
tc, 2c wastup tolvhem, 

MR, FAVREAU: Were not the tubes guarantccd? 
By the company? 


MR, JOHNSON: The tubes wore under warranty, 


} 
{ 
’ 


| ‘5 ui Me i a 
ae Pe ne) 


’ oh: : ' y 
ou tod tne ths ttt a ue al ‘. - ' 





dthate peace: oa ae sta bt 
Sri are te ig earaaean: 





“gg. Sa sates ni tie oe 3 Ki _ Ala ea 
7 “Lawl an ge “attention ak ptubdy shia) ate ‘eon 
a bea wt ag aise ahs eben E ee) atta: ea 
| neon eam omtBoad (an 
Me, feet he” wal! @. ay gotta wt, stave a ay 
vont bates stptidi i pine atte) 0 ateye ap Ltae 
#2: ne Gm take. agents tte wtlboaexconw, on Bes ie 

| ih gaa te #6 SEibw oy “sbortaueeg) ew esi se 

, wat net iat opisinete of ued, bisl0%, ae ‘btareden | 
“si oe aE ve plte 50% oy ALG ot betauina or ar 7 
et sins ate ila oa BN ott waulhe. bis ,godus. 
Naaee ce ditaei nos ptunrraN (A, wae sihaetie Lah i j 
HE ate, dxetacel pitas 4% indgone Bene yed badatw 
RS eb dineniin i ae eae 
bli ae - ae a 7 
ha oe omilanges ; 
Mirage a 
i 
e - 


















: ad 

mm (iy Fe 
my 

} : 
: ! - 7 
j . 

7 | , * 
i 72) o a 
- 5 a} wan 
ee 

v/ : 

» fay 





~ 3697 - Mr, Gilmour 


yes, which I eventually did send back and get the 
Ccdit onethem,; Bul, in the first analysis, this 
was the charge made. And, incidentally, I had the 
trouble of taking thosc tubcs and tagging them, 
and returning them to the company and getting, not 
the retail price for them, but getting a replace- 
went for them. 

In the sccond place, that is from June 24 
to August 12, I was called back again, and it was 
another tubc had gone and there was anothcr charge 
of $5.70. 

Now, I telephoned this customer last 
Friday and asked them if they had presented these 
bills to the company from which they had purchased 
the television sect, and they said they had. I 
said, "What was the reply?" They said, "We have 
not had any reply" -- and apparently that they had 
scent two or three lotters in the meantime trying 
to get sone satisfaction, and they could not cven 
hear from these people, let alonc get any credit 
Poi fone "service, 

MR, WICKWIRE: Well, I presume these 
peonlG “= you have been’ wererring to the dealcr who 
sold them? 

MR, JOHNSON: Yes. 

MR. WICKWIRE: And did that dealcr scll 
the machine with service or without service? 


MR, JOHNSON: According to their statcment 
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it was under guarantec, According to the statement 
of the customer it is under guarantce, 

MR. WICKWIRE: For how long? 

Mai JOHNSON: Usually on tUclevision it is 
three months, 

MR, WICKWERE: There must be some charge 
madc for that three months? Is there not some charge 
made for that scrvice? 

MR, JOHNSON: No; when I scll a TV set, at 
@ovarrice, lieu or do lists dam wequived vo provide 
free labour scrvice for three months, on that 
condition, 

MR, WICKWIRE: For thrce months? 

WR, JOHNSON: Yes. 

MR, WICKWIRE: Docs that apply to all 
makcs? 

VR JOHNSON? Deis "ui cereeneralS ycee 

MR. WICKWIRE: In some cases 1 believe it 
ia sonly one month? 

MR, JOHNSON: I do not know of any such 
arrangement of that. I have heard of it being for 
a ycar -- but in that casc the dcalcr takes that 
upon himsclf when he says that it will be a year. 
But I think almost all thc manufacturers guarantcc 
the product inside the set for three months, which 
is replaccablc, and the dealer who sells the arvicic 
is supposcd to supply the labour -- which, Tt do 


when I scll a sect. 
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MR. WICKWIRE: Supposing a prospective 
customer is told at the time of purchase of an articlc-- 
lot us say it is a TV set -- that I, as dealer, am 
Poinge to soll iv to nim abso much orm the sugecstcd 
list price, and that he will take his chanccs on 
service, ig there anything inherently wrong with 
that? 

MR. JOHNSON: I would say that he, of all 
people, would be most unhappy, if something happencd 


Cie) auc e 





MR, WICKWIRE: But he is taking his chanccs. 
He is getting something off the pricc, because he 


tates Nis Chanées on” vhe “Service, “ii ehc ts informed 


MR, JOHNSON: Yes, I think there is. Therc 
is something wrong with failing to service anything 
Mew - wavy as Sold. £ probably can answer that best 
in this way, because I have “occasion CO Sel Ly mised 


gets, which I do not guarantce, 





MR. WICKWIRE: Rcconditioncd by your firm? 

MR. JOHNSON: Yes. And yet, if anything 
happens within a reasonably short length of timc, I 
certainly do not look after it, because I have not 
undertaken to do so, and they arc most unhappy. 
Regardicss of that, there 1s! the teer of the bargain 
which appeals to them at the time, and the fact that 
they have to turn around and spcnd more money within 
a reasonably short length of time docs nob» appcal 
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MR... WICKWIRE: While you and your 
association do not like sclling any applianccs with- 
out scrvice, do you admit i natne Cractiece ls .colne 
Up more and. more all the time -- the two types of 
merchandising? 

MRA a JOHNSON: ~ dp con'? know of any case 
where they arc sclling -- that is definitely Jelennase 
and tclling the people that they do not guarantcc, 

i think thatlin) anyveasce: b have, bumped dnto, they, 
have been on the assumption that the article was 
guaranteed, I know of another TV gct in that 
category. 

MR. WICKWIRE: In that case you are saying 
To was) dcecitful.+- the case to, which sou. referred? 

MR SORNSON: wel swould: Bay sso, acs. 

MR, WICKWIRE: But if the prospective 
customer was actually told that he would have to 
take his chances .on the servicey and taal ar ihe re- 
quired scrvice he would have to pay for it, there 
would be nothing wrong in that, would there? 

MR, JOHNSON: Yes, I would say there is 
something definitely wrong, unless he put it in black 
and ce Beeause hearsay is still good; but the 
customer docs not remember that, 

MR. WICKWIRE: Then, lct him put it in 
black and whitc. 

MR. JOHNSON: If you put it in black and 


white, the dealer would be in the clear -- but the 
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customer would still be unhappy. 

MR, WICKWIRE: Of coursc the customer 
bought the articles in the first place at a con- 
sidecabiy reduced price, 

MR. JOHNSON: Yes, but of coursc’ I am 
intcrcstcd in the end happincss of tho customer, 

MR. GILMOUR: May I comment upon that? 

MR. WICKWIRE: Yes, 

MR, GILMOUR: Although the pattern and the 
trend may be developing along that Oe iced ceri be | 
fecl that chaos is the ultimate cnd, First of all, 
you will have discrimination among dealers, For 
instanec, if you arc sclling a picce of merchandisc 
for which you give absolutcly no guarantec, and you 
are sclling, that: articlesfor $5, and. 2 am selling 
the same article for $5.75,-there, 16 a difference 
Ol (aeCOnls, <iUsis. onl yahumen atures thar tae 
person will buy whcre he finds thc cheapest price, 
Heels Ol Tiinkine aboutiythe vend mesuln, 

MR, WICKWIRE: That is inevitable, I guess, 
ie Ou? 

MR GLLMOUR: “Wolly <Le Bethan netune, 

So eee we go into talking along these lines, 

I say that the ultimate cnd would bce chaos for 
merchandising. It could not be otherwisc, because 
yOu are, fuman and. 1 .am, human, and 7 tnink that if 

you can save $10 you will walk to the end of the hall, 


will you not? 
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You have been talking about kettles. Well, 
I have a General Electric kettle priccd at $13. 
wnere is ‘enovher kevtle~down she hall priced™at-35 -- 
there is a difference of $8. Well, you and I, and 
John Q. Public walk in there and we sce that pricc -- 
you see my price, and you walk down tne hall and you 
scc that price down there. That $8 or $5, or what- 
ever it may bc, looks awfully big at thc time you 
are making your dccision to buy. And you might pos- 
sibly buy without service, and I might possibly buy 
Wien service, “Bur whowis Boilie tombe, best ofr in 
the “end, that is the point? 

MR, WICKWIRE: A lot depends upon what I 
buy, I suggest. 

MRy GILMOUR: But on a piece of qualivy 
merchandisc, which we rccognize as being quality 
merchandise, it is not the same as food or tobacco 
which is consumed within a“day or two. This is a 
different mattcr altogether, 

MR. WICKWIRE: But if I buy a nationally 
known prand of hardware mcrchandisc, such as a G.E. 
kettle, for inevance, Of a t1OOr Col redei (Ox a 
Westinghouse steam iron, or any of those articles -- 
I might be perfectly willing to take my chanccs on 
its getting out of kiltcr at the time I buy it for 
Gemor 33 css than’ you offered 1, 

WR. GIUMOUR: “What 1s quite correc’. 


MR. WICKWIRE: On the other hand, I might 
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be the type who has dealt with you for a good many 
years, and will always deal with you, because I 
know you give good service and, I might be willing 
to pay more because I know you and because I know 
your reputation, I know that if anything happens 
to go wrong, you will look after me. 

MR. GILMOUR: But if that merchandising 
practice is allowed to continue, how can any merchant 
puild goodwill and build confidence? After aii, 0a 
man buying an article has got to have confidence in 
the merchandising setup. If that pattern is allowed 
to develop and to expand, the public would have 
absolutely no confidence in anything they bought 
from any of the merchants who were selling to them, 

MR. WICKWIRE: But there would still be, 
would there not, a large proportion of the public 
who would still want to deal with people like your- 
self, and members of your association? 

MR, GILMOUR: Definitely -- but a dollar 
Aci ey GOL Lae 

MR. WICKWIRE: Well, that is just the 
pointy Iviis the customer's dollar that everybody 
aso looking for. 

MR, GILMOUR: We, as merchants, feel that 
the customer's dollar is necessarily part of our 
institution. But, at the same time, as 1 said 
pefore, human nature is such that we do not feel 
that we can beat human nature -- and that is what 


will happen. 
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THE CHAIRMAN: Mr, Gilmour, we had before 


us in Montreal a dealer who stated, that as a result 


of his experience, he found that there were a 
number of manufacturers of eclectrical appliances 
whose products had become so well established in 
the public mind that they were content to rely upon 
that manufacturer as producing good articles, and 
that in a grcat many instances they would not ask 
for eservice, They said, “ll de General Electric 


or Marconi or Frigidaire and we know that 


this company makes good things. We are not concerned 


ebour cervice.” 


Do you think that happens now very 
frequently? He said that happcned to him very 
frequently. But he did say, however, that he did 
provide scorvice where pcople needed it, but that 
with regard to a great many articles there was very 
little service required, and that if a major job 
was needed, he did not have enough men to do sate ees 
to carry out any great amount of repair work, to do 
Slloe of that sort of thing, “leea major jor. oF 
repair work was required, he took the article back 
and gave them their money back, or gave Them a new 
aecLre le, ie the case might be. 

I was' wondering, if, in your experience 
that tendency on the part of the public has shown 
any sien of developing —- Chiguale een tee Lae 
that, as regard to certain types of articies, whe 


public feels, "Well, they are good articles, and 
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we do not need any special guarantee of service on 
them," 

MR. GILMOUR: I do not think in my experience, 
that operating in a community close to Ottawa, in a 
good Scotch community, that I can sell any merchandise 
to anybody and feel reasonably sure that they are 
going to be entirely satisfied if they do not feel 
that I, as a reputable dealer, will back them up and 
service the merchandise I am selling, 

MR, CAWKER: Mr, Chairman, I see your 
point, there. But while your customer buys your 
General Electric kettle or your Westinghouse iron, 
and assumes at the time of purchase that this article 
to oes poling to need any Service, wiviinea yoar or 
within the period of the guarantee that article may 
need service -- and then he will hop back to where- 
ever he has purchased it, and he will expect that 
Service. 

THE CHAIRMAN: But, what this dealer said 
was that the likelihood of that was so unimportant 
with regard to the products of some companics that 
his customers did not worry about it, And I know 
that in my own experience, in the past number of 
years we have bought a certain number of traffic 
appliances, and I cannot recall a single instance 
in which we ever required service during that period 
in which we would have got it free of charge, 


MR. CAWKER: You do not worry about your 
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servicenuntil:youcneed=it; 

THE CHAIRMAN: I know that, But if your 
experience is that you have not needed it, then the 
chances are you will think that the products of the 
company from whom you have been buying are pretty 
He wie lS,, 

MR, JOHNSON: Well, Mr, Chairman, we have 
a lot of small appliances which carry good names -- 
Westinghouse, General Electric and so on -- which 
come back during the period of the guarantee regard- 
less of how good those articles may be, There are 
some defects -- whether it is a Cadillac or a Ford 
or an electric iron or a tea kettle, there will be 
defects, 

THE CHAIRMAN: There is one question, Mr. 
Johnson, which arises out of the particular case you 
mentioned, the television set, I am just trying to 
see how far the service element goes in the minds 
of your dealers. Was this purchaser living in 
Grimsby? 

MEQ JOHNSONT . Yes. 

THE CHAIRMAN: And he purchased in Toronto? 

MR. JOHNSON: Yes. 

THE CHAIRMAN: Is it customary for a 
retailer to provide service as far away from the 
place of sale as that? 

MR, JOHNSON: Well, he either should do 


that or arrange with a dealer in that town to do 
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so. I have had some cases where a television set 
was sold in Toronto, and they have made arrangements 
with me to carry on the guarantee for them. 


I have for example, on television and other 


items -- but for the moment I am talking about tele- 
vision -- I have turned down sales of television 


sets in places too far away by telling them, "I 
eannot service that for you and I think, in all 
fairness, you should purchase it where you will get 
the service" 

Perhaps I am too conscientious about it. 
But, if they sell 100 or 50 miles away, they should 
be prepared to do something about it. 

THE CHAIRMAN: Well, I am not getting at 
what they should do; I am asking about the customary 
practice. 

MR, JOHNSON: Well I would say the customary 
practice is that they ignore it. 

MR. McOUAT: Mr. Chairman, I might mention 
a case of one of the better dealers, I live about 
50 miles from Montreal. I know of a television set 
bought from one of the large departmental stores in 
Montreal and sold to some summer pcoplec. 

They complained that the set was not 
working; and this large departmental store sent a 
serviceman from Montreal up to their place, to give 
service -- which indicates that the better houses 


do sell such items with the understanding that 
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part of the sale includes a certain package of 
service, That is a case where I know that they 
accepted that as part of the responsibility, when 
they made the sale. 

On the other hand, I think the locality 
might have some governing effect on that, in that in 
a large center where some of these people always 
feel that there is another person coming along, 
when the fellow comes back they may say, "Well, we 
are sorry, but there is nothing we can do about it, 
You have bought it." If they are in a large enough 
area, through their advertising facilities there is 
still another sucker down the street. But, in the 
smaller centers, even if you sell on the definite 
understanding that you are not going to give service, 
just as soon as something goes wrong, ee man will 
be back at your door; and if you do not give him 
service, then everybody in the town will know about 
it -- "Don't buy any of your appliances from Johnson;" 
"Don't buy any of your appliances from McOuat, 
because you will not get any service." But he does 
not tell them that. He does not tell the people that 
he bought it at a cheaper price with the distinct 
understanding that he was not going to get any 
Bet VCE, 

And, not only is it that particular 
appliance that he does not buy from you, but he 


is just sore at you because you have not given 
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the service, I think that particularly in the 
smaller areas, the suburban districts and in the 
country districts, that policy just cannot. work -- 
although they can get away with it in the larger 
centers, where there is another fellow down the 
street, 

MR, WICKWIRE: And I take it, Mr. McOuat 
that the person buying an article from one of these, 
shall we call them, cut-rate merchants, would not 
re-buy from them? 

MR, McOUAT: Very true, And he is operating 
in an area where he has sufficient people to draw 
from, He is in a position to use such a type of 
advertising to draw that person in, 

MR, WICKWIRE: So that in the long run, 
if there are too many dissatisfied people requaminge 
service, the business will all come back to the 
retail hardware dealer, anyway? 

MR, McOUAT: Well, perhaps so, if he has 
not gone out of business in the meantime -- if he 
Nas not been forced out of business in the meantime. 

MR, WICKWIRE: The appliances business 
surely is not that serious, with the retail hardware 
Herenant) is 1b? 

MR. McOUAT: Yes, it is, both through 
appliances and the inference -- 

MR. WICKWIRE: But is he not maintaining 


a good proportion of his customers on the basis of 
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service, about which we have been talking? 

MR. McOUAT: The hardware man is maintaining 
his service, but it costs money to give service. 
And there is an inference there that he has got a 


big markup on the other items that he is handling, 


too. 
MR, WICKWIRE: Well, that is not so, is it? 
MR, McOUAT: No, but the inference is there, 
MR. WICKWIRE: But it is not so, in fact, 
Ls 17 
MR. McOUAT: Do you say it is not, in fact? 
MR, WICKWIRE: You say that the inference 
is there. 


MR, McOUAT: Yes. I have had a customer 
say to me, "Well, how is it that you sell this 
television set at $259 and I can buy it somewhere 
else for $199?" 

The next time he comes in to buy some- 
thing from me he will tell me that -- "If you are 
getting too big a markup on that, all your articles 
are the same." 

‘MR, WICKWIRE: Well, when you get a customer 
in that quizzical frame of mind, do you not tell him 
that you are selling service, and that you will look 
after the needs of that stuff, and that of course it 
costs you money to give that service, but that he is 
paying for it, 

MR. McOUAT: You do say that, but -- 
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MR, WICKWIRE: He buys somewhere else. 

MR. McOUAT: Yes. 

THE CHAIRMAN: I suppose he is told in the 
other place that they will give Him service, too, is 
he? I suppose he is told that, until he finds ouv 
that he does not get it. 

MR, MCOUAT:” Thac 1s Urue. 

MR. JOHNSON: May I enlarge upon one 
question you asked Mr, Mcouat, when you made the 
remark that they may go out of business in the mean- 
time. I am referring to my own experience, again. 

I did a fair electrical business until this last 
couple of years; and I have been carrying on, 
certainly not because I was making any money out of 
fo, Tr 1 fad to depend on Whalwl made om. the 
electrical end of the business in the last few 
years, 1 would fare very badly. Buy 1. more er jess 
carried on, along with the regular hardware busincss, 
in order to stay in there, thinking that surely some 
day this situation would correct itself to a reason- 
able degree. And I can understand why a great many 
would tall by the wayside. | 

| MR, WICKWIRE: There is a reference to 
thav, Me. Johnsta, -— that particular subject -- 


in your bricf, at page 5 where it says: 


Through the loss of these sales, reduced 


sncome and net profit, and increasing threat 
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of business failure in our trade, 


Now, I have before me the commercial 
statistics for the commercial failures in the hard- 
ware business under the provisions of the Bankruptcy 
and Winding-up Acts published by the Dominion Bureau 
of Statistics. In 1951 there were 23; in 1952 
there were 17 and 1953 there were 20. It does not 
look as though your fears were actually being borne 
out by what has actually happened, does it? 

MR, CAWKER: I do not believe that this 
practice has been in force long enough actually to 
have any failures, right up to the present time. 
But if it continues another year, then I think your 
icures Will show 4 décided difference, 

MR. GILMOUR: Speaking along the lines 
Of failures, I have a D.B.S. bulletin for September 
9, 1954 -- and that is the latest one, I do not 
pretend to say that this relates only to the hard- 
ware business, but it says that in the first six 
months of this year there were 1,210 businesses 
went bankrupt, a 65 per cent jump from the 753 
commercial failures in the fivse Nall of 1955, 

Now, as I say, I do not pretend to say 
that a large amount of this is hardware, but it 
would appear that we should be vitally concerned 
about it, the way the pattern tends at the present 


time, 
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THE CHAIRMAN: But there is nothing in that 
statement which indicates the reasons for the increase, 
you see, There has been a good deal said about the 
somewhat lower level of general business; and that, 
surely, would affect the number of business failures 
in that time. There is nothing in the statement to 
which you have referred that ties it to loss leadering 
in hardware, or in any other business? . 

MR, GILMOUR: Oh, definitely not; but I 
was simply referring to the fact of business failures. 

MR, WICKWIRE: Well, that is the difficulty, 
that there is nothing in the statement which ties it 
to loss leadering. Then, will you refer back to your 
brief at page 4, and the column in which you show 
the percentage change in hardware retail trade. You 
read that in detail when you read your brief. 

MR. GILMOUR: Yes, correct, 

MR. WICKWIRE: May I point out that on 
the percentage changes in retail trade in some 21 
types of trade, that 17 of the 21 show a decrease, 
and 4 of them show an increase, Is there any sug- 
gestion, by citing this column and these figures 
in your brief, that the decline in the hardware 
trade, the retail hardware trade, has been due to 
loss leadering; or might it be due to general con- 
ditions? 

MR, GILMOUR: It could be due to general 


conditions, and it could be due to loss leadering. 





ie oe avon \ehevingien a aT ao 
| swans se aepfitend te 088 ond of at c on ‘erm ow 
| eitvor tite and at ed ea! SOLE rae iy 
Ot werd obtw. reset. ‘ped ad gatiivort a a) ” A "i 
tuoy 6a mi ned st HO fit ar 3 Atobeos “deol of 
woud stig asset ar ‘aintifoo, pad fins bas ob ap ve ter 
ae ~ 20a e8 iodine ores at senile. egpanaottad ‘add 
ett a, Daex wor aed Le ip oat tate eee | 
et ia »to@rRH sa08, moO am | 
m9 teat tuo, smog at ‘PRIMO Fa | 
“aaa “a oboe Limterr nt seansslg apainaptiog ot 
ane & wore icy aiid %% vS doit cohort ao! aoa? 
mage ane shonia’ ‘ee  Seuorsed 8 warts asd to # bas 
| aowianl oasatit he natito9 ent antes xa ssonteeg 
“penauttisiad od ak cam teon os tay oe ia mt 



















wip nt * ‘ammare le werent 
e A aH bce! Oe agore. 





- 3714 - Mr. Gilmour - 


I do not think I am prepared to answer that question 
directly. “But, with loss leadering being evident, 
it is certainly contributing to our cause for 
concern. Because I do know -- and I am relating my 
own personal experience -- that three years ago in 
my store, going back to these kettles, these General 
Electric kettles -- and they seem to be the articles 
that are always being brought up. 

MR, WICKWIRE: They scem to be the standard 
football. 

MR, GILMOUR: Yes, they seem to be the 
standard football -- and, let us hope that Ottawa 
ean kick it farther next weekend. But, with reference 
to these kettles in my store, let me say that I used 
to keep possibly a stock of 18 to 24 to service my 
trade. I can honestly say that in the last few years, 
the last few months, two would be all the stock I 
would dare to keep in the store, [I could not make 
any profit on them -- and there is no point in 
stocking merchandise on which you cannot make a 
profit, And, by the same token wife geen. buy .2 
kettle that I can sell the public at $5 and make 
$1.95 on it, I certainly would not invest my money 
to hwc an item in my store that sells for $13 and 
on which I make only 50 cents. 

MR. WICKWIRE: But you still stock the 

G.E, kettle? 

| MR. GILMOUR: We keep a token stock, 


let us say. 
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THE CHAIRMAN: If you will be much longer, 


perhaps we should have a short break at this time. 


-~-- Recess. 


--- Upon resuming, 


MR, WICKWIRE: Turning to page 7 of your 


Drier you say: 


To the manufacturer, therefore, we 
visualize that persistent loss leader 
selling will eventually reduce total sales, 
contributing to reduced employment, pro- 


duction, and labour income, 


The statistics produced before this Com- 
mission, to date, would indicate that there has been 
no dropping off in sales, so far as the manufacturers 
are concerned. Even supposing that your fear as ex- 
pressed in your brief at the top of page 7 did 
actually come about, what is happening to the con- 
sumer's income? Why is he not buying these or other 
articles’ 

MR. GILMOUR: Sir, I will answer that 
question, I think that if persistent loss lsadering 
continues the Canadian manufacturer -- his merchandise-- 
will become less and less. That is, the public ac- 
ceptance of it will become less and less, because of 


the fact that the number of dealers throughout Canada 
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will not be able to compete with these prices that 
they are being orfered aor? 

MR, WICKWIRE: Will the consumer not buy 
that article, or an equivalent article, or will he 
just keep his money in his pocket, or in his bank 
account? 

MR. CAWKER: May I interrupt, there? I 
think your meaning is this: Why are sales not in- 
creasing in that commodity? j 

MR, WICKWIRE: Yes. 

MR, CAWKER: Could it be that there have 
been so many high pressure sales? 

MR, WICKWIRE: That the market is glutted? 

MR. CAWKER: Yes, that there is a saturation 
point reached, as in connection with any commodity. 
I, for onc, think that that point has been reached 
in certain traffic appliances, or very nearly so. 

MR, WICKWIRE: Perhaps in certain areas 
that is so. 

MR, CAWKER: That is correct, 

MR, WICKWIRE: Could there not be general 
improvements from year to year, and from time to 
time in these appliances, that would stimulate the 
market? 

MR, CAWKER: That is the hope of the 
manufacturers. But there, again, that is contingent 
upon the wearability of the appliance, and how 


often it wears out, And with name brand merchandise 
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under a guarantee, these appliances last for a long 
eines aL know they do in my home -- with reasonable 
care, They last indefinitely, if they are taken 
care of, The well known brands do not require very 
much by way of replacement, 

MR. WICKWIRE: Then, on the same page, 
paragraph C, half way through the paragraph, you 


Sev an your oriel: 


Consequently, we will have no alternative 
put to meet loss leader competition by at- 
tempting to market poorer quality merchandise 
(much of it probably imported) with conse- 
quent loss to Canadian production and employ- 


ment, 


Now, will the consumer be deceived by such 
a practice as that? 

MR, CAWKER: Well, could that not be taking 
place to a certain degree right now, with substitute 
lines being introduced through our stores? I know 
there are such lines in mine that we are selling at 
what we consider an ethical markup, in preference, 
and against ~— 

MR. WICKWIRE: In competition? 

MR, CAWKER: In competition with these 
name brand,yes. These are lines -- these name 
prand lines, that are so deep cut that the selling 


of them, so far as my firm is concerned, has no 
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advantage. In fact, it is a loss. It represents a 
net loss. So, therefore, we are trying to sell 
substitute lines, profitable lines, comparative 
lines, as nearly as possible, but on which we can 
make a profit, and feel at the same time that we are 
selling a reasonably reliable piece of merchandise. 

THE CHAIRMAN: That would not be quite the 
case referred to here. If you are selling quite 
reliable merchandise. But if the merchandise some 
dealers feel they are forced to introduce, are made by 
other manufacturers, not bearing recognized brand 
Mameopex if itis derinivelyianteriom Jin welation 
to the price that is charged, will not they have 
a good deal of difficulty in selling the substitute 
merchandise? 

MR, CAWKER: I think you are quite right, 
and we regret that we have. to take that step, (In my 
own opinion, in connection with imported lines, no 
substitute line measures up to the quality and the 
design of the merchandise mentioned in this schedule. 
If we could maintain a reasonable profit on the ad- 
vertised lines that are deep cut, we would definitely 
do so, ‘They are far better for us, as merchants, to 
sell as merchandise in our stores than any substitute 
lines brought in from abroad or any American lines. 
We would far rather -- providing of course that we 
can make money on it -- we would far rather handle 


these other lines. 
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MR, WICKWIRE: Could you give us one or 
two examples of types of things you have been talking 
about? 

MR, CAWKER: I could refer ~-- well, I have 
not been in my store very much for the last six 
months, But, in one particular case, there was pop- 
up toasters, 

MR, WICKWIRE: Pop-up toasters. 

MR, CAWKER: Yes, pop-up toasters, There 
is available to us in Toronto different lines of 
pop-up toasters that compare, I think, fairly 
favourably with General Electric or Westinghouse 
and that are-at considerably “less imeprice, «= Weshave 
peen handling them, and quite successfully, too. 

THE CHAIRMAN: If they compare favourably, 
why should you not handle them successfully. 

MR, CAWKER: Yes. But, mind you, we do 
have more service on them. We do have more trouble 
than we do with the General Electric or the West- 
inghouse. But they are nov bad. 

MR, WICKWIRE: Are they imported? 

MR. CAWKER: From the United States, yes. 

MR. WICKWIRE: Any other articles you can 
tell us about? Or is the toaster the main one, 
so far as you are concerned, 

MR. CAWKER: Of course, there are innumer- 
able different lines of electric irons that we 


handle, some of which are Canadian and some are 
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American, And then we can go a little father, and 
there are electric clocks, 

MR, WICKWIRE: The jewellers would not 
like you selling electric clocks, 

MR, CAWKER: Well, we sell them -~- in fact 
we sell more than the jewellers do. 

MR. WICKWIRE: And you say that, generally, 
these articles you have described are of inferior 
quality to the types you have been handling? 

MR. CAWKER: I would say definitely that 
they do not measure up to the lines we have in 
Canada, definitely, 

MR. WICKWIRE: Then, at the foot of page 7 
you make reference to the McQuarrie Committee, and 
you say -- 

When sales of brand name products are 

concentrated in the hands of a relatively 
few large-scale dealers in each populated 
area -- 

That that is what the McQuarrie Committee 
had in mind in their report, and that that tended to 
indicate a monopolistic situation. Do I take that 
from the reference in your brief? 

MR, CAWKER: I cannot answer that question. 

MR, GILMOUR: I can be corrected too on 
this, But was that not more or less the fear, if 
that is the proper word -- was that not the concern 


in respect of the report? 
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MR. WICKWIRE: Using your word, supposing 
it is the fear, is there any evidence of it? 

MR. GILMOUR: Of the concentration of this 
merchandise? 

MR, WICKWIRE: Yes. 

MR. GILMOUR: Well, I do not have any 
evidence of it, sir, But I would say that if an 
analysis or a survey were taken, that these outlets 
which we have shown in our brief are at the present 
time selling the greater majority of these items 
that are in question. 

MR, WICKWIRE: In the city of Toronto. 

MR. GILMOUR: Yes, in the city of Toronto, 
I do not know if I am correct in that amounts; but 
from looking at the trade as an overall picture I 
would feel that that is what has happened. 

If we had access to the purchases of this 
group of individuals here, in comparison with a 
comparable group of smaller retailers, I think you 
woulda find that these people are definitely selling 
many more of the items. 

MR, WICKWIRE: You have indicated that, 
so far as your own business is concerned, that 
you still stock a few of the brand name appliances? 

MR. GILMOUR: Yes. 

MR, WICKWIRE: Does that apply pretty 
generally among the retail hardware trade do you 


know? 





. 
te A 9 Ofte d Le 


' 
W 
’ 
; 
Lf a 
~, 
; 
h oe 
r 
wy 
io 
g 
oe 
ae” hy 
eon 
ve 
Tae & 


O59 54, 


Ege © 


j 


ad 


ree 
BOs: 


Y oven 


Ss 
ie fs 
IS: “8 


snap a Bes 


$3 Yo Sai 













ei 


43 iv THovnOS old } “a ay 7 


rae 


eS aes ts 
; ai 
= f ) a Se 
- Jae¥ ERIM fat 
er at I git c at RUOMEED -_ 
ren bluow t wwe ths 7 


weit tamed ats yav'iwe 'S a “9 araylars 


Ghin Tk “ost too me 1. FL word Tom. ob: Bae / 


en 5 i. ee wee oo) = ee eee i Pr 
ras PAS ato ipsts ut 78 grisalont moss 


ve ' : f : ag a -_ 7 
~~ » * i ¥ - e © « Ls 4 e { ¥ &, hy 4 
sci gad dndw st Sarid Jade fost bruow 
eey 7 
‘ t 7 r ; g q : 4 . 
: By re” ee ae 
Se ak ‘ ay ae oa ’ tke SS Bre Qukwss ser 
UO. ahve Of B#eehe! bad. ow “TL. ; al 7 


STH «il ae is ahaa ange tO Quosy 
inlsod oe olgosg gauit a atti Sa3t pinow 

hiret be 6p AW ' y ieee! 
we OVE. Yor SATION , 


a * ene Po ——. | 
Loge ty tet Seb bie Io wo 4 

























Ae he oy : i 
a. 7 ee ej B2 sac R12)" & re 
une ils ere «.: oa 






Un pa’ ’ 


_ pa" ie. 


46 oshabive: 4 


it ‘se - a eee ¢ 


a 2! 
bashige ey “ f M ay . 
6. Solved. tie ati RMOn; aud on fio bdw. . 
Lea i) a te ; 
tn ytitotam seve ry, ed? sottfea omit 
ce tare + ipaes oy _ , ‘ rite a oes 
.fte Fgamp ak ots. tsas° 
; 7 re = yo 
Vito ord at. :SHrweot W PM 
i\ A 
: ee ce | Pa : . 
et ilg . oe = stOM it al M ; a 
Le 


con 


whistst %Liage te quowg | > dais iad 


; : Dy oe Laan os - 
- eos atit to ‘not: ‘Alsat 


‘4 

ae) Pas 

’ aoe sl 7 
| 
a 


wit x2 asoilegd mg): rio aS 8% 08 
Mz ea 7 
deat fs - eo, nee F va : a 7 


= ioods iiite voy ay! 


“K 4 ce e oe - rh 


- 


Thee Ae 
Peo el 
Re oe 





- 3722 - Mr, Gilmour 


MR’; GILMOUR: Well, I would imagine so, 
yes. 

MR, WICKWIRE: But much less than you 
formeriy did, is that correct? 

Mee GC LLMOUe ines. 

MR, JOHNSON: May I answer that in this 
way, that I believe the brief that was presented 
by British Columbia had accompanying copies of letters 
where a number of the dealers are completely out of 
the lines that they carry. In many cases the dealers 
are trying to keep a few, as a sort of a front, 

In citing my own case, where I used to buy 
in quantities of 96, which was recognized atthe 
purchase price of 100, from General Electric, I 
now buy in quantities of packages of 3 or 4 or what- 
ever the case might be. And the purchases are just 
about the same as when I was buying 96. In other 
words, I probably buy 4 in the same period of time 
that I was at one time selling 96. 

MR. WICKWIRE: And the four would cost 
you considerably more? 

MR. JOHNSON: Yes, they cost more. 

THE CHAIRMAN: You are only doing about 
5 per cent as much business in those articles as 
Vou did bperove: 

MR. JOHNSON: That is correct, 

MR. WICKWIRE: Turning to page e Wien 3 


of your brief, you state: 
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We doubt that the Canadian General 
Electric company would repeat its costly 
programme on its floor polisher under 


present marketing conditions. 


Will you elucidate on the words "costly 
programme"? 

MR. GILMOUR: Well, again, I could be 
corrected, but I understand that the General Electric 
Company did make a submission before this Commission, 

MR. WICKWIRE: Yes, 

MR, GILMOUR: And in their brief they 
explained the exact procedure as to how they consumer- 
tested their floor polisher before it was put on | 
the market. I do not know where they state that 
in their brief, but in the brief I am told they did 
explain, step by step, as to how they did it. And 
I think we will have to admit that that is a costly 
procedure, to gain public acceptance to indicate 
to them whether or not to go ahead and carry that 
particular item. 

Had they not spent that money to find 
out that information, to find out whether or not 
the Pek oar ac would be consumer acceptable they 
would not have -- 

MR, WICKWIRE: But there is no doubt in 
your opinion, is there, that the tiger polisher 
which we are now discussing was accepted by the 


public? 
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MR, GILMOUR: Definitcly. 

MR. WICKWIRE: It was a great success? 

MR, GILMOUR: It was a tremendous success, 
TL would say. 

MR. WICKWIRE: And do you not think thet 
the Gencral Electric Company got back their cost 
of making the product enticing to the public? 

MR. GILMOUR: I would say they have, yes. 

MR. WICKWIRE: Why could they not continuc 
to do that with other articles, in the future? 

MR, GILMOUR: To answer that, sir, there 
4a no doubt about it that the sale of polishers, 
Toomime eo 1 mo Une over-alt Gistripution across 
Caqece, Lo cropping. And Ido not see how they 
would repeat that process again to consumer-test 
an article which they were contemplating producing, 
sf the articlc was going to be sold at these deep- 
Ciw OL LOGS , 

MR. WICKWIRE: Perhaps cveryone in Canada 
who necds one has one? 

MR. GILMOUR: I know that we used to scll 
a lot of them, and this last year we have not sold 
any o1 chem, And 1b 1s not because everybody in 
the district has one, either. 

MR, WICKWIRE: Docs your association 
give, or ¢an you give @ Peason why a company like 
the Canadian General Electric Company could not, 


with a new product, crcate consumer acceptance 
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Reb? oy think the Commission would be intercsted 
to know if you can help us in that respect, 

MR, GILMOUR: Do you mean how they create 
acceptance by the public? 


MR. WICKWIRE: Well, you say in your bricf, 


We doubt that the Canadian General 
Electric company would repeat its costly 
programme on Lte floor) poLlisner under 


present marketing conditions. 


Why would they not? 

MR. CAWKER: I do not think we have any 
evidence or reason to say that they would not, 
We doubt it, but we have no evidence, 

THE CHAIRMAN: On what is your doubt based? 

MR, CAWKER: Perhaps on the saturation 
poms, tneithe case of floor polishers there is pos- 
sibly a scmi-saturation point reached, And, with 
the evidence of deep-cut prices in certain channels, 
with your polisher, they could not obtain dealer 
representation throughout the country as a whole 
to justify a major expenditure to introduce a new 
product; Because you must admit that these ads 


= 


are channelled in densely populated areas. But 
after all, that just constitutes a portion of the 
business of the General Electric company, or any 


other manufacturer, 
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Johnson at Grimsby, and the General Electric traveller 
came along to me with a proposition on floor polishers 
to retail at a suggested resale price, I certainly 
would be most hesitant in taking them on, if I knew 
they were being sold in Toronto and Hamilton at deep- 
cut prices. So therefore, General Electric cannot 
get representation on that product in Grimsby -- and 
that can be continued on throughout the whole dominion, 

It is a long-range proposition that these 
national manufacturers are interested in -- at least, 
I presume so, And your deep-cut prices, or your loss 
leader, does not permit a long-range program -- far 
Prom it. 

MR, WICKWIRE: Some other method would have 
to be devised? 

MR. CAWKER: They narrow the field of 
distribution, 

MR. WICKWIRE: Some other method would have 
to be devised. 

MR; CAWKER: Yes, i our opinion: 


MR. WICKWIRE: Then, on page 8 you say: 


The cut-rate dealer who has developed 
volume based on loss leaders will demand 
that the loss leader be turned into a profit 
maker, Otherwise, the dealer will threaten 
to discontinue handling the brand name 


product, and promote inferior competitive 
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merchandise. Thus we will have the anomalous 
situation where a few dealers will establish 
and maintain retail prices, subject only to 

the competitive influence of imported foreign 


goods. 


On what consideration do you base that 
statement? 

MR, CAWKER: I think perhaps the only ob- 
servation I can make is that for quite a number of 
years -- and it does not pertain to electrical 
appliances, but it pertains to a well known line 
of paint -- it was very well represented in the city 
of Toronto. And they, in turn, opened their own 
retail outlets with the result that the dealers 
just did not cerry their lines. Thereawere several 
company-owned outfits left in the city of Toronto, 
and their representation dropped 90 per cent, just 
because that particular manufacturer did not play 
ball with the dealers. And that situation exists 
today in the city of Toronto in that particular line 
Serpent. 

MR, WICKWIRE: Well, that is a manufacturer- 
dealer problem, I suppose it does not affect the 
customer. 

MR. CAWKER: No. But it does affect that 
company's distribution of its product, It has been 


very seriously curtailed. 
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MR, WICKWIRE: What is the situation today? 
MR, CAWKER: Exactly the same. 
MR, WICKWIRE: The manufacturers still main- 
tain their own retail outlets, 
MR. CAWKER: I do not know whether they 
have their own retail outlets or not, even; but it 
is a well known paint company. 
MR, WICKWIRE: Then, at the top of page 9 


you say: 


We believe that many-of the so-called 
cut-rate bargains, bought without assurance 
of service, proper installation, repairs, 


etc., are often phony bargains, 


Surely that does not apply to products 
like Sunbeam or Westinghouse, General Electric, 
and all the well known small appliance manufacturers, 
does it? 

MR, JOHNSON: Why not? 

MR. WICKWIRE: Well, I think it was Mr. 
Cawker who, only a minute ago, said that he had some 
appliances in his house that he had had for a good 
many years. I know I have them, too, 

MR. JOHNSON: He did not say that he had 
service on them, 

MR, WICKWIRE: If I were able to buy one 
at a bargain price, it does not necessarily follow 


that it is a phony bargain, does it? 
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WR, gOHNSON: He did not say, cir course, 
that he did not have service on it at any time. 
You might be the fortunate one who would not need 
to have service. But, on the other hand, if you 
were unfortunate and had to have service, then it 
would be a phony bargain so far as you are concerned. 

MR. CAWKER: Perhaps I have one angle I 
might add to that. We have had cases that have been 
definitely investigated in the city of Toronto,say 
for instance Westinghouse irons have been advertised 
at "x" dollars, and displayed in dealers! stores, 
Ana yet you just go in there and try to buy one of 
those articles! It is nailed down. You could not 
buy it. It has a tag dropped down behind it, that 
Sava (Sold om Lt. 

THE CHAIRMAN: That is not the same sit- 
uation, because this paragraph speaks about things 
that are bought, 

MR. CAWKER: It is nailed down, phony 
ang fraudulent advertising. 

MR. WICKWIRE: Weill, I do not read your 
brief in that manner, Mr, Cawker. I thought you 
were talking about articles that customers had 
pought, and because they bought them at less than 
the suggested list price you say that they were 
phony bargains. 

MR, CAWKER: I would suggest that the word 


should be "fraudulent instead of "phony". 
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MR. WICKWIRE: They would be fraudulent 
so far as the Retail Hardware Association is con- 
cerned, but they would not be fraudulent so far as 
the customer is concerned, is that not so? 

MR. CAWKER: They would be fraudulent so 
far as the customer is concerned, because he cannot 
buy that article. 

MR. WICKWIRE: Oh you are talking now 
about the article that is nailed down? 

MR. CAWKER: Yes. 

MR. WICKWIRE: I am talking about the 
article I actually buy. 

MR, CAWKER: No; I think the customer is 
quite justified in buying at whatever price he can 
get it at. 

MR. JOHNSON: I think the answer is actually 
that when you require service -- and I have given 
instances, and I have one or two more instances in 
connection with television that I could give. 

MR. WICKWIRE: We come now to your suggested 
recommendations. I find your first alternative sug- 
gestion to be a very interesting one, Would this 
Oeecction of referring the matter or dispute to the 
Minister or a board be effective to cure the ill 
alleged? Perhaps I can put my question this way; 
may not the damage have been done before it ever 
gets to the Minister or bo the Board: 


MR. GILMOUR: I do not know that it would 
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entirely correct the situation, But I feel that at 
least it would stabilize merchandising trends. 
Because, if a merchandiser or a store, regardless 
of size, knew that if he footballed a piece of 
merchandise around, that there was a possibility 
that he might not have that particular merchandise 
which he would want to have in his store, and which 
has good public acceptance, -- if he knew that 
there was a possibility that that might be withdrawn 
from him, I think he would be very careful in his 
merchandising policy on it. I do not say that it 
would correct it completely, sir, but I think it 
would help to straighten out the merchandising of 
Ghis particular merchandise. 

MR, WICKWIRE: There have been, Tt think, 
some suggestions made to the Commission by people 
who have submitted briefs that they did not wish to 
have any ministerial or board interference whatever, 
What do you say about that view. They say that they 
want business men to run their own business, 

MR. CAWKER: I think that is quite right. 
We would like business men to run their own business. 
But we have legislation now from the government; we 
have governing legislation now, to say that the 
business man cannot end-price, for instance. 

THE CHAIRMAN: Your first proposal is to 
repeal Section 34, so that the business man would 


run his own business. But if that cannot be done -- 
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MR. GILMOUR: Then this alternative would 
be Used, : 

MR. CAWKER: It would act as a deterrent 
to the situation we have now. JI would not say that 
it would be an absolute cure, but I think it would 
act as a deterrent. 

MR. WICKWIRE: In the opinion of your body, 
It would be an aim in the right direction? 

MR, CAWRER:. Yes. 

THE CHAIRMAN: Has your organization ob- 
tained legal advice as to the constitutionality of 
this alternative proposal? 

MR, GILMOUR: No, I do not think so. As 
we say, we believe that much study would have to be 
given to it. And d think we are offering this as a 
suggestion, an alternative suggestion only. It is 
not legal phraseology. 

THE CHAIRMAN: It might run into the same 
sort of situation as arose in what is known as 
the Board of Commerce Case some years ago, wherein 
the statement was made that the jurisdiction of the 
federal parliament in these matters has been handled 
solely, through its jurisdiction over criminal law, 
whereas the proposal you make might be held to be 
more closely related to property and civil rights 
than it is to criminal law. And if it was held to 
pe essentially a civil right, here Te a pos= 


sibility that the courts might say that the 
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federal parliament had no authority to act, 

MR, WICKWIRE: Or Trade and Commerce, 

THE CHAIRMAN: Well, that was the Board of 
Gonmerce case. 

MR, GILMOUR: This is only a suggestion -- 
whether it can be expanded upon and brought into 
being, we do not know. But we believe it is a 
suggestion that might help. 

THE CHAIRMAN: I was just wondering whether 
you had considered that aspect of the matter, 

MR. WICKWIRE: I have no more questions. 

MR, JOHNSON: May I refer to some of the 
earlier discussion? 

THE CHATRMAN: “Stnely. 

MR. JOHNSON: It is in reference to whether 
some of these firms that are selling at our cost, 
and less, purchased at better prices than we do. We 
were not able to answer the question at that time. 

However, in the meantime, in referring to 
the brief presented by the Canadian General Electric 


company, at page 4, if I may read, it says: 


On Thursday, April 8, Danforth Radio 
Company Limited who operates five retail 
stores in Toronto selling electrical ap- 
pliances and TV featured our floor polisher 


in an ad -- 


and they show the ad along side of it -- 
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-- in the Toronto Telegram at $33.85. This 
ad was repeated on Friday,April 9 in the 
Toronto Star. Danforth Radio continued to 
sell polishers at $33.85 unvil Monday, April 
12 when they increased the price to $38.95. 
Between April 8 and April 12 inclusive 
Danforth Radio bought 823 polishers from 
Ellis and Howard, Limited, Toronto, Electro- 
phonic Supply Company Limited, Toronto and 
the wholesale division of the Canadian 
General Electric. They had purchased from 
other distributors as well. In chronological 
order, their purchases from these three 


distributors were as follows -- 


and then they go on to say that on April 8 from the 
Canadian General Electric Company, and on April 8 
from Ellis and Howard, and on April 9 from Canadian 
General Electric company again, and on April 9 from 
Electrophonic Supply, and on the 9th again from 
Canadian General Electric, and from Ellis and 
Howard, and on the 10th Canadian General Electric, 
and on the 12th Canadian General Electric. And 


then they say: 


From the manner in which the polishers 
were bought and from shopping in Danforth 
Radio Stores several times during the sale 


and finding them out of stock, it appears 
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reasonable to conelude that all or almost 
all of the 833 polishers purchased by 
Danforth Radio during this period were sold 
by them during the three-day sale. This is 
more G.E, polishers than all the retailers 
in the metropolitan area of Toronto would 
normally sell in a month, It is almost as 
many polishers as the largest retailer in 
Toronto sold during a full year prior to 
the announcement of Section 34 of the Combines 
Investigation Act, 

Tom Gibson, sales manager of Danforth 
Radio Company, stated to us on April 13 that 
while he did not know exactly how many G.E, 
polishers they had been selling before the 
sale, he estimated that they had been 
averaging about one per day. 629 of the 
833 polishers bought during the four-day 
period and advertised at $33.85 were pur- 
chased from the wholesale division of the 
Canadian General Electric at $35.43 each, 

In view of the large quantity purchased from 
CG EF. at this price i ts iaii sana reason 
able to conclude that the polishers purchased 
from the two other distributors were all at 
the same price, 

We believe every one will agree that 


this is a clear-cut case of using a well 
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Lown OrOaicY 2S eylosces Leader. 


And what happened to them no doubt happcned 
to all the others we have listed. 

MR, CAWKER: ueain-speaking personally, 1 
know the Danforth Radio and Appliances company well. 
i know the Sersonnhel, and tis gust recently vthav 
they have gone into this deep-cut pricing, along 
with Eddie Black. 

Prior to that time they had done a2 most 
eLigcalspusiness .- Gi oor opinions» [hey had *eeen 
ethical in their dealings and in their advertising 
and in? their service, -They are an excellent firm. 

MR. WICKWIRE: Are they not still? 

MR, CAWKER: They are even yet an excellent 
wei, Ses. 

MR. WHITELEY: Mr. Gilmour, from some items 
T have seen in trade’ Journals, Taave sauhercd lhe 
impression that in the retail hardware field there 
is a movement toward a sort of cash-and-carry and 
self-service system. Is that a correct impression? 

_MR. GILMOUR: Well, I would not say there 
is any movement toward Chaty iret) "We coMnoe, as ali 
association, issue our own official trade magazine. 
Any comments you might read in a trade magazine 
could be the editor's view. It would be wonder- 
ful, I grant you if we could operate on a cash- 
and-carry basis. And there is no doubt that 


some of the comments that have becn made in the 
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magazines 4&re along that line -- to try to see if 
at can be done -- just the same as the check-out. 
That as another item, It is all a matter of dis— 
cussion, I would not say that the movement is 
toward that, by any means. 
MR, WHITELEY: Well, I have seen illustrations 
of new stores which appeared to be in that direction. 
MR. GILMOUR: Experimental. 
MR. CAWKER: I think you are quite right, 
sir, that there is a definite move in that direction, 
in the larger populated areas, the more densely 
populated areas. In those arcas we are endeavouring 
to streamline our operations so as to display 
petter our goods, and reduce sclling costs, and 
make our stores more attractive to the consuming 
(oe shiaacr 
fn doing that we are unconsciously 
patterning our operations after the self-service 
idea, That is a natural process of evolution, as 
4t is in the hardware trade in the larger centers. 
MR, WHITELEY: I was wondering whether 
that was not an effort on the part of hardware 
merchants in making a shirt in the direction of 
reducing service to the pupLEC, 
MR. CAWKER: I maintain that the hardware 
merchant will have to do one of two bainge: if be 
is going to carry on and give the efficient service 


that he has been giving down through the years in 
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supplying service and service items, that these 
streamelincd stores or outlets do not provide, then 
we will have to charge considerably more for those 
services and those service items, It is either that, 
or go completely out of them, and take the volume 

of merchandise, the merchandise which can be handied 
in a supermarket operation, Then our costs would be 
reduced, and our profit margin should be mainted -- 
because our costs would be lower. 

But, while we are doing that, we are nob 
providing efficient service to the people in our 
cemmunity. 

MR, WHITELEY: Well, a movement in that 
direction would give the public the alternative. 

You could go into a hardware that has self service 
and take something off the rack, and go to the check- 
out counter and complete the transaction, 

MR, JOHNSON: Mr. Gilmour -- just returned 
a short time ago from a conference of the secretarics 
of the different states in the United States. There 
were 37, in all. We were invited there to sit in 
and to observe -- which we did. And there is a trend 
in the United states towards that sort of thing. 
There are a few stores on which, shall we say, 
almost as an experiment, they are keeping a close 
eye. They are not yet really prepared to state 
whether they are entirely successful or satis- 


factory. But there is that trend. 
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MR, FAVREAU: In the case of services, I 
presume that, with respect to at least some of the 
items, such as floor polishers, there must still be 
room to reduce prices slightly from the list prices 
or the suggested prices, even in the case of those 
who do perform service? 

MR. CAWKER: I think in my interpretation 
and the average hardware dealer's interpretation of 
service, it is not confined to the articles in 
question, It is a general service that the hardware 
dealers give to you when you, the neighbour around 
the corner, have a leaky pipe or a breken glass or 
your furnace pipe has fallen down, or your wife 
comes along with a squeaky baby carriage, and we oil 
the wheels for her, 

That type of service is what we have always 
given in our respective communities. And unless we 
charge more for that service, we will have to dis- 
continue it -- that is, if we have these deep-cut 
prices on merchandise which would help us to maintain 
those services, 

MR, FAVREAU: Would not a better policing 
of the outlets for dealers on the part of the manu- 
facturers, seeing to it that thcy do not deceive 
the public and that they should not be allowed to 
let the public believe that service will be given 
when, in fact, they do not intend to give it -- 


would not such policing,resulting in the curtailment 
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of a dealer who would so deceive the public, in part 
at least solve your problem? 

MR, CAWKER: If it could be policing, that 
would be wonderful. But then, are you not getting 
right back more or less to the problem of end- 
pricine?.*1 vthink ‘ae Bnet 

MR. FAVREAU: If the manufacturer would 
leave it to the dealer to sell at whatever price he 
felt he could sell at, efficiently, but he would 
still force him to maintain service -- I do not 
believe there would be any difficulty in that way. 

MR, CAWKER: The manufacturer cannot force 
the dealer «to do anything... Theryonly Thing ‘you tcan 
do istry to stop his source of supply of his partic- 
ular product, But when the manufacturer comes into 
my store and tells.me what to do with my merchandisc, 
I just do not take that sort of thing. 

MR, FAVREAU: Why could he téll you to 
maintain such a price, Chen? 

MR, CAWKER: Because it is to our advantage 
to do so. 

THE CHAIRMAN: But if it was to your ad- 
vantage to do so, you would not need to be told. 

MR, CAWKER: That is right, we would not 
need to be told -- although some of them are, 

MR, FAVREAU: So there are no manufacturers 
who do, as a condition to maintaining a dealership, 


exact that their dealers shall perform servicing? 
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MR. CAWKER: I think Mr. Johnson is under 
that kind »of contract, 

MR. FAVREAU: Not in the big cities, eh? 

MR. JOHNSON: Yes, I am expected to give 
thet seryiceé, But if 1 did not give 26. 1 .do nov 
know what they could do about it, But I do, because 
I am interested in my customers. 

THE CHAIRMAN: They may take away your 
Franchise, 

MR, FAVREAU: As a last question, are there 
some items or some appliances where the dealer is 
not expected, in large centers such as Montreal, 
Winnipeg and Toronto to perform service, but service 
is included in the gale of the appliance to the 
dealer by the manufacturer. We were told that in 
the case of ranges servicing was performed by the 
manufacturer, 

MR. CAWKER: Of course the purchaser, if 
he is denied service where he purchases his article, 
has his recourse to appeal to the manufacturer, And 
that has been done, I believe, in a good many cases 
in connection with the cases we have been illustrating-- 
people who have been cut-pricing, or loss leadering, 
as we term it. They have had recourse to the 
manufacturer, in order to get satisfaction, 

MR. JOHNSON: I submit that in some cases 
st would not do the customer any good to appeal to 


the manufacturer. I had an instance just a while 
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back, For ja short time I handled Westinghouse 
electric, along with my present line, And in taking 
that on, they had not been in operation in my town 
for a while, There were some troubles. As soon as 

I announced that I was handling Westinghouse, I 
received quite a number of, shall we say, back calis. 

In talking to these people I found out that 
they had appealed to Westinghouse, and that Westing- 
house would not send anyone to service them, They 
just absolutely ignored service. They said that that 
was up to the dealer they purchased it from. I 
appealed to them and I said, "Where do I stand in 
this? Do I have to turn around and give these people 
iweecrSeuyLCc: Lor something I never sold to them?" 
They said, "Well, if you want to keep goodwill in 
your town with respect to Westinghouse articles, 
that is what you have. todo," 2 don't handie 
Westinghouse today. 

MR, WHITELEY: We had a Westinghouse sales 
manager as a witness, and he said that he, himself, 
was going out to demonstrate and show customers how 
to operate machines, because the dealcrs had not 
done 80. 

THE CHATRMAN: He did it just the day 
before! he came before us, I think he said. Well, 
gentlemen, I believe we have nothing further to 
agk you. If you have nothing more to add, we 


will now adjourn until this afternoon. 


s-— fhincheon adjournment. 
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REPRESENTATIONS : 
The Cooperative Union of Canada 
Represented by: 
Ralph H, Staples, President 
hev.. Antonie Geupin 2-0 wel e. 
Secretary, Le Conseil Ontarien D'Orientation 
Populaire, 


THE CHAIRMAN: I believe the first brief 
to be presented this afternoon is to be presented 
by and on behalf of the Cooperative Union of Canada, 
Are the representatives of the Union here? 

ME a StAPLES: Yess 

THE CHAIRMAN: Would you just let us 
have your names, please. 

MR, STAPLES: Mr. Chairman and gentlemen 
of the Commission, I am Ralph Staples, president 
of the Cooperative Union of Canada; and I have with 
me on this occasion the Reverend Antoni Toupin, 
Father Toupin is secretary of Le Conseil Ontarien 
DtOrientation Populaire, which is the Ontario 
section, if I may use that expression, of Le 
Conseil Canadicn de la Cooperation, which is the 
national organization, 

THE CHATRMAN:s T-miehe point oul to you, 
Mr. Soares that you are free either to read the 
prief and discuss it afterwards, or: to ciscuss 
povirions-of 10 as you eo alone, 

MR. STAPLES: Thank you, Mr, Chairman. 
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Qn behalf of the co-operative movement 
in C nada we are pleased to have thig op- 
portunity of presenting to the Restrictive 
Trade Practices Commission our views in 
connection with the enquiry into loss- 
igeader selling, 

The Co-operative Union of Canada and Le 
Conseil Canadien de la Cooperation together 
represent the vast majority of Canada's co- 


opcratives, 


These two organizations work closely 
together on points of common interest, such as the 


matter before us today. Thc bricf continues: 


4 


In effect these two national organizations 
are federations of provincial associations 
of co-operatives. These provincial associ- 
ations include in their membership co- 
operatives engaged in a very wide range of 
activity. 

the extent of the co-operative movement 
in Canada can best be comprehended through a 
review of the booklet "Co-operation in Canada," 
which is published annually by the Canada 
Department of Agriculture. The latest of 
these reports refers to the year 1952, and 
we will not include details in this brief, 


Suffice it to say that almost 14 million 
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people are found in the membeeship, of-eos 
operatives in Canada. Co-operatives have 
asscts totalling more than SOOUMET Aton 
dollars and in 1952 their business volume 
reached about 14 billion dollars. 

In its hearings through the spring and 
Summer the Commission has reccived many 
briefs from retailers, manufacturers and 
their associations, Time and again it was 
Suggested by witnesses before the Commission 
that the public interest requires conditions 
which will permit manufacturers and retailers 
to operate at a satisfactory! profit, it 
was frequently stated that the manufacturer 
must have a satisfactory margin in order to 
permit volume production and to encourage 
the development of new products, while the 
retailer must have a satisfactory margin 
in order to do what was termed an effective 
and creative job of selling, We take no 
exception to these expressions of opinion, 
but we would point out that co-operatives 
are organized for a@ purpose which is not 
that of profit-making, 

Perhaps we should deal bricfly with the 
structure and purposes of co-operative or- 
ganizations, for this will have a bearing on 


the points of view we wish to express, The 
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The typical co-operative ig established and 
maintained by a group of people who are its 
member-customers, in order to provide them- 
selves on a democratic basis with a needcaq 
service at the proper cost of that service. 
The members of the co-operative provide 

both the capital and the patronage to operate 
the necessary business enterprise.” The 
Services with which the members provide them- 
sclves may involve many of the usual functions 
sucn ag manufacturing, processing, storing, 
merchandising, advertising, tinevorne, “trans — 
porting, Even though some of these functions 
are quite complicated, and must be carried 

on on @ wide scale, in the long run the 
member of the co-operative will receive the 
service provided at the cost of the service, 
Though co-operatives are engaged in many 
lines of business, in this brief we are con- 
cerned mainly with those organized for pur- 
poses of procurement, 

The operation of a modern complex 
business at cost presents certain difficultics, 
If the exact cost of operation could be fore- 
seen the price at which the co-operative sells 
to its member could reflcct exactly the cost 
of goods purchased by the co-operative and the 


expense of operating the business. But the 
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cost of operating a business cannot be fore- 
scen and for this reason cooperatives usually 
sell their goods at competitive prices, at 
vhs “going orice, 

Insorder, te) pemini ti this principle or 
operation at cost to operate in a practical 
Way, @ device has been developed known as 
the patronage dividend. Its introduction 
is often credited tors Sroup of weavers who 
organized a co-operative in Rochdale, England, 
in 1844, If operations for the year result 
in @ surplus -- that is if the members have 
paid to the co-operative more than necessary 
to cover the cost of goods and operating 
expenses, the resulting surplus will be re- 
funded to the members in proportion to their 
purchases, “not lomethne asia orl the i capital 
investment as is the case with profit business. 

this point deserves further comment pbe- 
cause it is often misunderstood, The bencfits 
of co-operative activity are many, among them 
are the tendency toward better quality merchan- 
dise for obviously the members have nothing to 
gain by selling themselves goods of doubtful 
value, the opportunity to participate an de- 
veloping their own sources of supply and the 
social advantages found in an economic system 


operated on a democratic basis. It is necessary 
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proper perspective, It is not a profit in 
any usual sense of that term, but merely 

the final adjustment reflecting such factors 
as volume of business, cost of merchandisc 
and expense of operation. 

Our main “coticern ts that No restriction 
will be introduced, either by government or 
by vhe supplicrs of goods) which will inter- 
fere with the operation of co-operatives. 
This is one reason why the co-operative move- 
ment in Canada supported the abolition of 
resale price maintenance in a brief which 
was prescnted to the Parliamentary Committec 
on Resale Pricc Maintenance in December, 
Lo>oL, "Weeare Peariul (620, “if smanuractuners 
arc given the legal right to maintain resale 
prices, the use of the patronage dividend 
method may be interpreted by them as a pricc 
cut, Co-operators suspect that the ap- 
plication of their operation-at-cost 
principle has been one of the main reasons 
why they have at times found it difficult 
to purchase certain merchandise, In a’ recent 
survey concerning resalc price maintenance 
the International Co-operative Alliance with 
hcadquarters in London, England, representing 


co-operatives in thirty countrics, including 
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Cenada made this statement: "the dividend 
paid by co-operative socictics and other 
tradcrs is oftcn regarded as toricc-cutting, 1" 
We arc making this point becausc a member of 
the briefs prescntcd to the Commission al- 
though ostcnsibly conecrncd with loss-lcadcr 
Sclling have actually as far as wc can gcc 
becn more dircetly conecrned with the dcsir- 
ability of resale price maintcnance, 
Notwithstanding the fact that the actual 
retail price of a particular pices of mer- 
chandisc is not neccssarily the final cost 
to the member who purchases through this 
co-opcrative, the co-operative movement has 
& groat interest in retail price levels, 
This interest in price arises from the simplc 
fact thatunless the retail priee level is 
high cnough to cover thu cost of the merchan- 


o the co-operative plus the expense of 


ey 


dise 
operation, the co-operative will be opceratcd 
at a loss and cven though co-operatives do 
not cxist to make profits losses can only 
icad to bankruptcy. Any unfair and discrin- 
inatory trading practiccs can bear as heavily 
on a co-opcrative as on any other type of 
business, because the members of the co- 
operative arc subjcct to cxactly the same 


influenec as the customers of a profit business, 
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Onc who reads the cvidence which has bcecn 
prescntcd to the Commission must be shockcd to 
learn that responsible representatives of 
manufacturers and distributors believe many 
unethical and deceptive practices arc widc- 
Sprcad -~ advertising articles not really 
available for saic, advertising previous 
prices which are fictitious in ordcr to show 
&- large decrease; | advertising’ not in ac- 
cordance with the facts, making untruc statu- 
ments about competitors and thcir products, 
hiding the real mcaning of tno cash down!" 
and the making of cxorbitant carrying enarges, 
reducing quality and scrvicc below expectcd 
LCV Lem 

To the cxtent that loss-leadcr selling 
si ceceptive 10 tkedeplopapics cour tiie 
only onc such practice, We fool that such 
questionable practices cannot be climinatca 
through direct legislation becausc to a 
dcerec at least Uiey are ahhewenu ame prorit 


systcm. 


Ti shoulds like fo gepart Bromecthei text. for 
just a moment, bccausc this is a scrious problem 
and ao very fundamental ong. elie discussions betorc 
the committee on trading practiccs sccemcd to fall 


into two categorics, prcdatory practiccs and practiccs 
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and practices which gomctimcs wore dcseribed as 
properly competitive. To us coopcrators this is 
@ distinction without much of a diffcrenec. 
Cooperators accept the fact of compctition, 
of coursc, and woe realizo that our organizations 
must live in the cconomic world as it cxists, But 
we would like to sce more of an intclligent approach 
to the task of meeting human needs than the one 
that is based upon strife and SClrishness, essentially. 
One witness beforc the Commission, that I 
noticcd, went a long way in saying substantially 
this, "We are determined that we will protect our 
investment and entcr into any type of merchandising 
program, regardless of whom it advcrscly affects," 
Another said; "I do nev Unink auyvody in 
business is going for just a small profit. ‘They go 
fOr able Prorit, 410 GUney Gan ecu ao a aide a 
number of others socmcd to be of the samc opinion, 


then, one bprict convinues: 


We foel that the pest solution to this 
problem is to widen as rapidly as possible 
thesc segments of our cconomic system which 
are based Onna different Sen oF principics, 

On jprinciples of solf-nelo, fF mubuel 21d. 
of service at cost, in short the co-cperative 
way. 

This co-operative method of doing busincss 


is devcloping slowly by a proccss of cvolution, 
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It cannot be introducca rapidly from the 

top, It is brothcrhood in business. i mest 
be soundly bascd on the inborn but inhibitoa 
dcsirc of cvcryonc for frocdom and Opportunity, 
1G, Can Ooniy pe developed as people become 
woady tO Bcecpt this differen: approach and 
the rcsponsibilitics that go along with co- 
Operative opcration. In the mcantimc some 
further protection against unusually harmful 
practices does scem neecssary in the public 
interest, 

Wc would suggest that thc Commission 
considcr recommending the organization through 
fcdcral legislation of a board (or commission 
or committce) which would be available to 
ncar complaints brought pefere it by any 
business enterprisc feeling itecit to be the 
victim of trade practiccs injurious to the 
public sinterest,, The Board wowld: have 
authority to require the production of in- 
formation and the appcarancc of witnesscs 
but would not be clothed with any great 


mcasure of regulatory powcr, Hearings would 


Qu 


be, held in public and evidcned. presente 
would be madc aveailabic to eld anterestod: 
Such a hearing with its at 


or even, the possibidity of euch ap heening 


would have quite a salutary cffcct upon any 
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of those who are temptcd to go beyond the 
confines of rcasonably competitive tradc 
practices, 

We belicve that this suggcstion has 
real merit and we would like to sco it tricd, 


If too many of the offcnders bers ieved in 


a 


heir misguided ways it mignt be neecssary 


O give the board added authority, but we 


Go 


would likc to scc this stcp postponed as 

1ong as possible, Public opinion is a potent 
forec, and wo have a good deal of faith in 
the voluntary methods of discussion, ne- 


gotation and compromise. 


THE CHAIRMAN: Do you wish to add anything 
further at this time, Mr. Staplos? 

MR, SSTAPUBS “1 Chimk=not, ientenowm, Lf 
there are any questions, perhaps onc would want to 
add a little later on, 

THE CHAIRMAN: I think perhaps there will 
be some qucstions., Possibly Fathcr Toupin would 
like to say something, 

Palen LOUPRTN:S Wo, L think not. 

THE CHAIRMAN: Then, Mr. Gcrin-Lajoic, 
have you some qucstions? 

MR. GERIN-LAJOIE: Mr, Staples, would you 
earc to tell the Commission if, to your knowlcdge 
and in your view there is any extent of loss leading 
practices being carricd on im Canadavat the present 


time? 
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MR. STAPLES: Well, porhaps Mr. Gerin- 
bajoice we should ask the perennial guestion ag to 
what is a loss leading practice. 

MR, GERIN-LAJOIE: Possibly I have in mind 
that you might tcll us that, yoursolf -- what you 
would call a loss lcading practicc, or practiccs. 

MR. STAPLES: Well, we would be on very 
safc ground if we said that a loss lcadcr practicc 


is @ practice of sclling goods below the cost of 


acquisition -- whatevcr that is, onc might add, in 





brackets, But, so far as our observation gocs -- 


and I cannot claim to speak on a question like 


that for the whole cooperative movement, bccause 

we arc prctty widcsprcad and farflung, but, so far 
as OUT ODSCYValion Pocs, 20 is pretty diriicule to 
sce that the prescnt levels of loss lcading arc very 
Le eur POWs. 

THE CHATRMAN: I was wondcring, Mr. Staplcs, 
if you would include in your definition some requirc- 
ment as to the purpose or the intent with which thc 
practice is carried on, or would you assume that 
might be taken for granted? 

MR, STAPLES: Well, 2 Bhinic iv is pretty 
difficult to deal with it in that way, Mr. Chairman. 


a 


there arc @ grcat many reasons why a firm selis goods 
ac A. Very Low price, 
THE CHATRMAN: Yes, buG 2 @m-hinkine @7 


they scll at a loss, That may be onc thing. But 
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with loss leading +~- the term "leading" would sccm 
to indicate some purpose? 

Mewar EBS! eves. Irseccyounspoint, from 
Bee astandpoims of definition. 

THE CHAIRMAN: Yes, 

MR. STAPLES: Wcll, gcncrally spcaking a 
beader, isyaneoticr, Tesuppose ,wini the hope ofsattracting 
customers to a store, Whether it is a loss leader or 
just a leadcr, that would be the purpose pehind it, 

THE CHAIRMAN: The purpose of attracting 
customers to the storc? 

MR. STAPLES: Yes. 

THE CHAIRMAN: You would not.take a dcefin- 
ition somewhat similar to this, which has been given 
to-us -- "For the purpose of injuring competition 
or compctitors?" 

MRO STAPLES#@s Wells, we-come back to the 
distinction which we say is not very much of a dis- 
tinction, because competition is compcotition, No 
mattcr what your purpose is, if you arc succcssful 
in attracting morc busincss it cannot help but have 
an adverse cffect upon. youracompctitors te a greater 
or lesser extent, 

So that whcn you try to define the purpose 
of it, it seems to moe that you always come back to 
that level, to that common dcnominator. The purpose 
Or 410 is tColectumerce businescieviie resulteor 1, Lf 
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Mr. Staplics 


around you, It cannot be othcrwisc,. 

MR. GERIN~LAJOIE: Now, Mr. Staples, you 
have considcrcd loss lcading from onc aspect, that 
of sclling undcr acquisition cost. But have you con- 
sidercd it from anothcr aspcct, that igs for instance, 
that of sclling under the accumulatcd cost of 
acquisition and cost of doing busincss, or whatcver 
it may be in cach individual casc? Do you think 
Uhete there is any cxtent. of taat oractice? Docs 
that practice cxist to any great cxtoent in Canada 
av the prescnt time? 

MR, STAPLES: You mean selling below the 
acquisition cost, plus a rcasonable markup? 

MR. GERIN-LAJOIE: A markup to cover ovcr- 
head cxpcnscs, 

THE CHAIRMAN: That includes profit as woll, 
in the mind of the ordinary merchant. 

Mion PLAPIBSY "Vee, Wei) eatin to -am tot in 
a good position to answer that guestion in any specific 
terms. Within the cooperative movement or organization 
Lewry Lo ceprosont..1 have not beard any vem, out 
spoken complaints, Or, perhaps, to be more accuratc, 
I should say that I have heard very few complaints 
Ol pracvuices: of, That. nature, 

MR. GERIN-LAJOTZ: From your cooperatives, 

MR. SDAPLES: Yes. 

MR, GERIN-LAJOIE: Across the country. 


MR. STAPLES: Now, such complaints would 
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not necessarily come to Ile, bocausc our organization 

is in the cducational, promotional and protective 
Picla, rather than in the commorcial faeid; wComplaints 
I can recall, however, have concerned advertising ; 
practices, porhaps,; mainly. what some of our 
cooperatives have objectcd to is the practice of -- 
well, they do not sccm to object to sclling at low 
prices, if they just would not advertise those low 

Dio lees. 

MR, GERIN-LAJOIE: I would like you, Mr. 
staples, to give mc some Clans ication, 2) possible, 
of what you have in mind in your proposals at the 
Sng, Oley our Drier, eMoulmentioens + ithe Hes yond 
paragraph on page 4+ unusual and harmful practiccs, 
And then, in the last lino of the page, you refer 
to trade practiccs injurious to the public intcrcst. 
Would you cxplain a bit morc what you have in mind 
DY much Cxpressd ons? 

MR. STAPLES: Perhaps I can do that best 
Pyrusing e. couple Of examples -i4 mayy Plheso era 
what I claim them to be -- only cxamples of tho 
kind of thing wc might have in mind, and tho kind 
of situation that we suggest the full light of 
publicity might help to correct, 

lo go back to some of the carlier evidence 
pefore the Commission, for instance, In several 
places, iff I recall correctly, one example: wes used 


of loss leading, and it was used also as an exampic 
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of a bad advertising practice, and that was the 
practice of a vacuum clcancr company, I think it was, 
wno advertise widely a rebuilt machine with attach- 
ments at what was suggcstcd as a EAGaCud Os Lap Out 
pricc, And then, when somcbody camc in to buy that 
machine, it was almost novcr sold. In fa C Uys tle ge 
it was suggcstcd at onc point of the cvidence that 
the agents had some sort of fund among themsclvcs 

to which they were cxpccetcd to contribute, if any 
agent. should be sufficiently weak as to permit some- 
onc to buy that machine from him. 

Well, I suppose our sugecstion is that 
such pvacticos arc really nothing short of Giles WECAEM eles ge 
and that if such a company could be brought before 
UNG Woar sof wublic, opinion, so uthau, that prectiec 
and that all that is involved in it could be thor- 
oughly aircd, it would have a pretty good effect, 

Qa pretty healthy effect, we think, 

How they avoid making such sales would bc 
very cnlightcning to a lot of people who go out to 
buy vacuum clcaners, so that they might expcoct what 
would happo if they went into that particular 
storc., I imagine a lot of them would go in there 
to watch the process go to work, if they were warncd 
ahead of jtime. As a.matter of fact. —f tried at my-= 
Sekt, (once. 

The other examplc -- and we might also go 


through the evidence for this onc, although we would 
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Mr. Staples 


not nced to, because it is not new. Howcver, I 
think it was found in the cvidenec of Professor 
Mundt, whcn he was saying, as a particular instancc, 
that a large and widely spread creamery in Minncsota 
had been making a practicc of Crying te pub the <o— 
operatives out of busincss by raising the price of 
butterfat in ccrtain arcas where the cooperatives 
would be operating. The cooperatives would bc ODp- 
crating in a relativcly small arca, Tho large or- 
ganizations could afford to bid the Price Up lo an 
unreasonably high limit in that arca, becausc it 
would be only a small fraction of thcir total Op- 
erations, 

We suggest, that herc again, the full Light 
OL DUbLICAty on tneu problem would be of tremcndous 
help. And it is not an unheard of thing in Canada 

We suspcct sometimes that the practicc is 
going on, even though it is difficult to prove it. 

Well, if some company were buying goods 
in which cooperatives are intcrestcd, and producer 
organizations, at unusually high priccs; or converscly, 
if they wore selling goods that cooperatives were 
selliny,atv unusually low prices, in a certain Broa: 
it would be possible to find that out, and to comparc 
their price levels in the different arcas, and ali 
that is involved in that very interesting aspcct of 
Cheiy organization, 


The other branches of their company, 
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their other outlcts, probably would not know what 
is going on. if they did know it wae going on, they 
would bu asking guestions as to why thcy could not 
get it at this lowcr DEICG; Voc. “L-Ghanie past 
publicity could help to solve some of those -problcms,. 
That is the kind of thing we had in mind. 

MR, GERIN-LAJOIE: Would you cnvisage 
that thc Commission YOU DPODGSG In your brie? would 
draft a code or some rcgulation to dcterminc what 
thosc injurious practices or those harmful practiccs 
are, in ordcr that pcople would know ahcad of timc 
what they arc permittcd to do and what they are not 
permitted to do? 

MA, SLAPIES: Weld 1 think probably such 
a commission would have to do something like that 
for its own guidancc, Perhaps we have not thought 
this through completely, as to cxactly how it would 
Opevatc, But it is the effcet of the practices 
that we would be intcrcstcd in, rathcr than the 
practices, themsclves. And = Say again that that 
Koma Ol NIne 1s) Vor Gi bt ici Vo ceuiie, 

Wc were not suggcsting that the Board 

Oe the Commission would have authority to attcmpt 
VO correct these practices, And so, an our yicw, 
leaving that to public opinion and the buyers, 
themselves. Until, perhaps, it is not so nceccssary 
to try to sct out cxactly what thcir practices arc, 


If some firm or some individual or some cooperative 
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PSOE? VUnaumeo. ae being abuscd because of uncthical 
practices, if that is a good word, thcn I propose it 
would come to the Commission and it would say, "We 
want to bring so and so horc to Pind out what really 
is going on, if we can, and Wee The Commission, 
as you suggest, would have to Ssavisry iiself that 
there was the possibility at lcast of some abuse, or 
the Commission would be in a ravher Midi culous 
position, But if they asccrtainca that, then it 
scems to mc that is as far ag they need to go beforc- 
hand, 

MR, GERIN-LAJOIE: Now, thinking over the 
Cxace Polecor vohis Commission, do you consider it 
possiblc that somc complaints might be “brousht-iparore: 
the Commission, complaints which would Per cCntirely 
unfounded, and that such a situation might do hari 
tO some people who would be -- WIL POL ust ea y 
accuscd -- in that matter? 

MR, STAPLES: Well, tho facts should stand 
On cheineowm feet, we whinic, Cooperatives, traditionally, 
live in glass houscs, and we cannot sce any great 
reason why our competition should not do the sanc 
thing, 

MR, GERIN-LAJOIE: Have you any knowledge 
of thc workings of the Fedcral Tradc Commission in 
the Unitcd States, in the ficld comparable to the 
onc you suggest? 


MR. STAPLES: No, Ithavye nowt, 
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MR, GERIN-LAJOIE: That is all I have to 
ask, Mr, Chairman, 

THE CHAIRMAN: I think Mr. Favreau has 
one further question, 

MR, FAVREAU: In the exercise of thesc 
additional or new powers by the Commission, what 
would be the issue of this public hcaring of erievanccs? 
Would the Commission be cxpectcd to make a report? 

MR, STAPLES: Oh, I think the Commission 
Should make somc sort of rcport. But perhaps the 
evidenec presented would be the main part of that 
report, We are not suggcsting that the Commission 
would be required to, shall we say, cxpress an 
opinion as to what should be done about a situation, 
it 28 nov @ trial, in any scnsec of the tern, 

MR, GERIN-LAJOTE: Perhaps I might put 
another question to the witness in this connection, 
Would it be your-view, or is it what you have in 
mind, that the Commission might makc some recom- 
mendation to the partics before it on such occasion, 
whereby after hearing a group against which some 
grievanccs have been sect out, the Commission would 
prepar& a report setting out the facts, and thcn 
would recommend that the party should not continuc 
On Gopeal such practices: or ie ie something else 
you have in mind? 

MR. STAPLES: I think actually that would 


be quite a help. It would lend a good deal of 
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weight, It would bo a focal point for public 
Opinion, "Here are these expericnecd men on the 
Commission who havc heard this evidence, and this is 
statcd as their opinion." I think that might be 
quite a help, yes, 

THE CHAIRMAN: Thank you, Mr. Staples. 
Unless you or Fathcr Toupin wish to add something 
further, there will be nothing further in your 
prescntation, 

MR. STAPLES: I have nothing further to 
say, and I belicve Father Toupin has nothing to 
add. 

THE CHAIRMAN: In that case, then that 
complctcs thc hearing of your presentation, Thank 


you for your attendance, gentlemen. 
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REPRESENTATIONS: 
Jack M, Sider and Company, 


Represcentcd by: 
Jack M. Sider. 


THE CHAIRMAN: I belicve thc next brict 
to be presented this afternoon is by Jack M. Siaor 
and Company. Will thc represcntative of that 
company come forward, pleasc. Pcrhaps for thc 
Purposes of the record it would be a good thing to 
have two or three guestions so that we may have Mr, 
Sider's background. I understand that he is 
appearing personally. 

MR, WICKWIRE: Mr. Sider, I understand 
you are Jack M, Sider, of Jack M. Sider and Company. 

DN. LDH 9 Yea, 

MR, WICKWIRE: And what is your profession 
or business? 

MR. SIDER: Well, I am business management 
consultant, I have spent seven ycars in Canada, 
and I am primarily engaged by large rctail and 
chain storcs and manufacturers, to deal with opcrations. 

MR, WICKWIRE: In Canada? 

Pe ose Vee 

MR, WICKWIRE: And your office is in 
Montreal? 

ME. OLDER: Yeo: 

THE CHAIRMAN: Would you mind spcaking 


up a littlc, I cannot hear what you are saying. 
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You said that you are engaged by chain storcs? 

MR, SIDER: Manufacturing companics and 
chain storcs and department stores, 

THE CHATRMAN: To advise them on what? 

MR, SIDER: Merchandising, manufacturing, 
overhead -- well,,thc mechanics of big business, 

MR. WICKWIRE: What training have you 
had in that rcgarda? 

MR, SIDER: Well, I spent 14 years in 
England and got my economics dcgrec and my law dcgrcc 
and I was a rescarch student at thc London School 
of Economics in busincss administration, 

MR. WICKWIRE: And you have a icgal 
degrec, as well as a degrce in ceonomics? 

Mi. “OLEH:  Yoss . 

MR, WICKWIRE: And you have been acting 
as business consultant for seven ycars, did you say, 
in Canada? 

Pe ero DE ee ars 

MR, WICKWIRE: And would you care to give 
to the Commission the type of firms, or the names 
of the firms who have cmployed you? 

WR. SLDER: “Yeo “Uheyewore Bond “Clovning. 
acl lore Limited: Unitod S00res> Give cents to’ 6 
dollar; Scott Clothing and Manufacturing company; 
and I was also in Chicago with Marshall-Ficlds; 
and I also had previous experiencc in England 


with Alexander Sloan, and the Houndsditch Warchousc 
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Company, the biggcst wholesale house in England, and 
I was also with the Great Universal stores, and 
several others, 

MR. WICKWIRE: Thank you, Would you 
care to prescnt your bricf now. 

MR, SIDER Do yous Wisheme Uoercad cia? 

THE CHAIRMAN: You may rcad as much as 
you think desirable, However, we have read it, 
But if you prefer you might simply comment on somc 
points in it, That would be satisfactory to us -- 
whichever way you wish to procecd, But I would 
say we have read it, you understand, 

MR, SIDER: Well, it is entirely for 
your GeCCi1s.0n, 

THE CHAIRMAN: Whichever way you wish to 
proceed will be satisfactory to us. 

MRS SIDER?” 20 2S 2 ation tone report, 
and if you wish me to read it I will do so. 

THE CHAIRMAN: Woll, sl-co Nou, “2 ultinic 
perhaps it might not be neccssary, but I do not 
wish to prejudice the presentation of your argu- 
ment in any way you wish to makc it, We have 
read it, and perhaps it would be unnecessary to 
reapecat it all now. However, I leave that in your 
hands. You may proceed in any way you wish. 
Perhaps you would prefer to give us a brief resume 
of the points you wish to cemphasizc, and to discuss 


thosc at as much length as you like. 
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MR. SIDER: Well, I will read a section 
OLCIC pit SLU le atl rena wi el you, 

THE CHAIRMAN: Just as you prefer. Read 
whatever you wish, whatever you think is desir- 
able, and make whatever comments you wish to make 
upon Lt. 

MR. SIDER: All right. May I proceed? 

THE CHAIRMAN: Yes, surely; proceed. 

MR. SIDER: It is as follows: 


CANADIAN INDUSTRY TODAY IS AT THE CROSS- 
ROADS; manufacturers, wholesalers, retailers 
face a most serious challenge; supply is 
steadily outgrowing demand, competition among 
allied trades is unavoidable, the ingenuity 
of the small trader challenging the great 
business houses whenever and wherever the 
fight is on equal terms, imports from abroad 
either lower priced or because of superior 
workmanship, design and quality, new de- 
velopments in styling and use of consumer 
commodities and last but not least; the 
awareness among the trade that John. Doe the 
average Canadian citizen in the cities, 
towns and hamlets across our great land is 
once again the key to the prosperity of each 
and everyone of the thousands of businesses; 
all vieing for his favourde choise and SALE, 

IS INDUSTRY MEETING THIS CHALLENGE? 


Are the great houses of trade and commerce 


pt oy 


2d oe 


onde ina Wis 
ie ne eee 





- 3768 - Mr. Sider 


reexamining their existing working arrange- 
ments to meet the rise of greater competition 
tomorrow? Are they still depending on their 
accumulated financial resources and their 
present grest power built in foundations 

of granite and steel? Is human ingenuity 
and forceful leadership, correct inter- 
pretation of present day conditions not 
given the necessary leeway and go ahead? 

Or do these leading commercial empires re- 
lying once again on the Government to shelter 
them under protective price controls, 
tariffs, special subsidies ctc.? Does the 
Government really owe an obligation to each 
and every one of the businesses in question 
to protect their existing set ups of doing 
business? Because as one leading retailer 
put it: "We pay taxes for choice prop- 
erties, we pay federal income taxes and 
employ people and the Government is there- 
fore our partner...” 

Many conflicting opinions were ex- 
pressed before your commission and a quick 
resume! unmistakably points to each and 
everyone trying to protect his own in- 
dividual cause. Assuming that price con- 
trols at the retail end were to be granted 
to manufactured goods bearing a trade mark? 
Would that solve the present cconomic vows 


and uncertainties? Or is the problem of 
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granting protective rights to trade marks 

rooted into a more complex set of problems 

than appears to meet the eye. It is thesc 
circumstances that should be carefully 
analysed before very final decisions are 
reached: 

a7 How would price controls fit into our 
general constitutional and demo- 
cratic way of life; the legal aspects 
of a law relating to a peace time 
economy? 

2 How would price control affect in- 
dustry and commerce at large? Wouldn't 
it curb the human ingenuity and re- 
sourcefulness of MAN? 

Sie Would a Price Control really help to 
stabilise our economy and regulate 
the flow of supplies to the advant- 
age of John Doe and the benefit of 
the Country? 

4, Is industry really in need of a Price 
Control, judged in terms of todays 
published Company operational and net 
profit results? Is it really so bad? 

oe Are existing Government supervision and 
policy regarding the overall national 
economy insufficient in managing the 
peoples affairs and in maintaining the 
present all high standard of living? 


Surely the Government can be trusted 
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on so wonderful a record. 

6, Are there no other means for tackling 
whatever uncertainties and economic 
levelling and adjustment seem to take 
place. 

ies Will any of the measures proposed 
affect our present way of life and 
our constitutional rights? We have 
seen many a tyrant rise under the banner 
of freedom and prosperity. The vital 
question remains: Will this or that 
Act really help improving our standard 


Ofpilving: 


THE DECISION FOR OR AGAINST PRICE 
CONTROLS vests a most serious constitutional, 
economic and human responsibility; one that 
may enable us to maintain our present way 
of life; which despite all economic up- 
heavals and unavoidable human tragedics; 
has proved the best that humanity has ever 
conceived; a free people, a free country, 
free reign being given to human ingenuity, 
human resourcefulness and human accomplish- 
ment; the sum total being an overall high 
standard of living for the Canadian people, 

THE REAL CHALLENGE FACING OUR ECONOMY 
today has best been coined and phrased by 
the President of the United States Steel 
Corporation of America: Years of plenty 


and boom prosperity have witnessed the 
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emergence of a large machine of artful or- 
ganisations, systems, forms, procedures, 
rules and Company rcgulations and habits 
which devour like a frankenstein monster 
all the Company power, carnings and profits; 
not cnough elbow space left for human in- 
genuity, human resourcefulness in some in- 
dustry branches, 

COMPETITION is responsible for the 
PRICE WAR raging betwcen the big businesses 
and the small man; once again it is a ring- 
side fight with the small man fighting for 
SALES AND OFFERING BETTER VALUES, 

WHY CANNOT BIG BUSINESS MEET AT TIMES 
THE CHALLENGE? PRICE-PRICE~PRICE, The 
retail price consists of cost plus Gross 
Margin. THIS GROSS MARGIN MUST BE MAINTAINED 
AT 35 per cent; BECAUSE OVERHEADS, IN- 
EFFICIENCIES, LACK OF INGENUITY EAT UP 33 
per cent; leaving a margin of Net Profit 
on Salesiof-2 perccentss IPithe status quo 
can be maintained. The Small Man with 
fewer overheads and with greater resource- 
fulness can operate at less and pass on the 
lower prices to consumcr, 

WHAT IS THIS OVERHEAD BUSINESS? A 
Letter addressed to the Chairman of your 
Commission will perhaps clarify the situ- 
ation and its bearing on Price Ceilings 


and Company Profits. 






= 


a > a 


eel 


= 


a a 
_ 
ee a 








A, 4 
D « 


wen taa08 anda Linden 


- 
5 


i i en a ot iy et ean ba nes : 





ano ste a . st 


= S022 = Mic, seider 


"Mr, C. Rhodes Smith, Chmn, June 11,1954 
Restrictive Trade Practiceg Commission 
Ottawa, Ont, 

OVERHEADS & COMPANY INTERNAL OPERATIONS 

Having carefully followed your vital 

proccedings I feel compelled to draw your 
attention to a letter written and addressed 
to the Chairman of a leading retail chain 
stores Co. The subject of Overheads 
was analysed and its effect on Gross 
margins, Prices and Net Profits, Exces- 
Sive overheads; clerical, executive, ad- 
ministrative selling etc, due to the in- 
stallation of controls from England 
could have been slashed by comparison 
with similar company operations to the 
the tune of $750,000. Better distrib- 
ution and warehousing arrangements could 
have slashed the bill by a further con- 
servative $250,000. Better anticipation 
of customer requirements and more con- 
scientious buying could have reduced 
mark downs and dcad stock by another 
$250,000, Let alone bad merchandising 
resulting in the loss of sales in the 
millions. The above Companies have 
been unable to improve the situation 
of LOSS LEADERSHIP this year and have 
been operating at an actual loss. A 


$1,250,000 could have a very equal 
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bearing on bettcr profits and better 
prices to consumer, 

Canada prides itself in the chal- 
lenge of its customer service within 
free enterprise and its spark plug of 
rugged individualism; efficient Op- 
erations pass the savings to customers 
in the form of better quality and lower 
price ranges. Perhaps it would serve 
well to study carefully the operations 
of the big Companies; the very same 
calling for protection; perhaps this 
very outcry for price controls to enable 
them to maintain their present 36 per 
cent Gross Margin is the keynote to 
their weakness; the 34 per cent Overheads 
in running a business as compared to half 
that amount by small business; may per- 
haps be made to realise that fresh blood, 
a new approach, new resurgent ideas could 
as yet prove effective in maintaining 
their volume and their Net Operating 
Proritvea, 

Yours sincerely 


Jack M. Sider" 


A NEW LOOK A NEW APPROACH NEEDED IN SOME 
OF THE GREAT BUSINESS HOUSES; the above men- 
tioned Company has sccn through some of the 


best years in Canadian boom prosperity 
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without realising a rcasonable profit, 
After many years of No Profit operations 
and with many millions being swallowed up 
by Overheads evolving around systems, pro- 
ccdures, administrative and executive sal- 
aries, a new era appeared at dawn; a new 
board of directors with an old management 
was installed to cope with the situation 
and after a year°or serious effort) the fol- 


lowing are the net results: 


"The Chairman of the Board 
Canadian Retail Appliances Company 


Montreal, Que. 


A year ago you installed a new board 


of directors, introduced new systems, 


new forms, new warehouse and supply pro- 


cedures, new buying and selling and ad- 


vertising set up with a view to producing 


millions “in Net Profits, The Financial 
statement of your Companies appears to 
reveal the following situation: 
Company A overheads increased by 
$340,000 compared with 1953, Bank Over- 
draft at $4,190,884 an increase in gross 


profits of $500,000 resulting in a mere 


$20,000 Net Profits. Company B Overheads 


increased by $375,000 compared with 1953, 


Bank Overdraft stands at a $3,500,000. 
Overall increase in Overheads is there- 


fore $715,000 excluding a few other 
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"private peaamics in the chain; where 
much bad wood is hidden, In 1953 eredit 
restrictions were lifted, Sales with- 
out deposit drew a large and unreliable 
crowd to the stores buying without de- 
posit, An investigation by the writer 
of your credits accounts showed at lcast 
30 per cent of your $7,000,000 customers 
debt as dubious and behind in payment, 

Generally 1954 appears to be a year 
of difficulty and adjustment for Canada, 
Unless you can maintain highest ever 
ercedit volume sales, the present standing 
overhead may grind very easily every 
Dollar earned) topNothing: 

Yours sincerely 


Jack M, Sider" 


the aboverrererred tospubiiite (Company 
is leading in the behind the scenes fight 
to protect the interests and stability of 
the established companies and call upon the 
Government to take an interest in their 
business affairs, so that they may maintain 
a 36 per cent Margin. Should therefore a 
democratic Government with all the freedom 
that it tends to give to human ingenuity, 
daring and resourccfulness step into the 
picture UNLESS the welfare of the broad 


mass of its citizens is directly jeopardised? 
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HOW SHOULD THE CHALLENGE OF FALLING 
PRICE - COMPETITION BE MET? Well, let us 
revert to the pages of the thirties, the 
depression and read from record how a forc- 
most U.S. retail establishment dealt with a 


Similar situation as free men should: 


"In the limbo of all mass hysteria 
pass those gay and giddy days of the 
middle twenties of the Company's drive 


into neta! trade! 


Come black October 1929. Comes January 1 
1930; it reveals the Company with only five 
years! experience in retail business, 
facing the problems of steering 316 new 
stores through what was evidently going to 


be something special in the depression, 


"All put few of these stores havc 
been in existence for only two years 
and they are making a bid for acceptance 
in cities which know little about the 
Company and care less. The management 
has to learn how to run retail stores 
and run 316 of them at one and the same 
time. Its managerial and executive 
group consists chiefly of experienced 
retail men who know little or nothing 
about the Company, or experienced 


Company men who know little or nothing 
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"about retail. It has to keep the or- 
ganisation together and function ef- 
fectively while gross sales keep diving 
faster and faster, month after month, 
It has to maintain a convincing appeal 
to customers whose income has been man- 


gled by panic times." 


What happened is one of the most dramatic 
stories in the history of American business 
and it has never been told before except in 
fits and starts, never altogether in one 
piece, After financing the operations of 
316 retail stores largely out of its own 
accumulated reserves and without calling 
upon its stockholders for a cent, the Company 
buffets the depression of 1930-34 and emerges 
in 1935 to show a consolidated five year net 
profit of $50,204,764. The philosophy of 
the above Company is best explained as fol- 


lows: 


"SELL FOR LESS -- SELL for less by 
cutting the cost of Salcs. Reduce to 
the absolute minimum the expense and 
OVERHEAD of moving goods from producer 
to consumer, Make Less Profit on each 


4tem," 


WHAT IS THE KEYNOTE OF RETAILING? 


Selling, Selling at Competitive Prices, 
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Retailing in a democratic free society can 


best be explained as the relationship be- 


tween retail store and customers -- its 
manufacturing sources -- its stockholders -- 
its employees’ -= oh"its’ public, “These are 


the important intangibles which will always 
be vital factors in the success of the 
Company -- bchind the representations of 
balance sheet mathematics. Any Company in 
our society could not live long with the 
friendly cooperation of its customers, its 
sources of supply, Lve-svockholders, its 
employees. 

WHAT MAKES A RETAIL COMPANY FUNCTION? 
WHAT ARE ITS PROBLEMS? In 1953 during the 
months of August and September the writer 
has understudicd the opcrations of the famous 
Marshall Field Department store and the 
following is a lettcr written summarising 


the experience. 


"Mr, J.L. Palmer, President October 1,195 
Marshall Ficld & Co. Dept. Store, 
Chicago, dle 
HUMAN INGENUITY-TEAM WORK-GRASS ROOTS 

Your brief outline of the Marshall 
Field democratic policy, your faith in 
in the resources and ingenuity of men 
given free expression within the major 


policy framework of investment Control, 
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"stock turnover, complete assortments, 


price policy, etc. appears to be weaving 


like a glittering golden thread through 


the ranks and minds of all your major 


executives and buycrs! levels -- a group 


of men loyal and faithful to you: 


Le 


All your key exccutives and buyers 
are most certainly intimately linked 
with your trend of thinking and must 
afford your Company a first line of 
powerful action, 

Your merchandising policy bascd on 

a separate men's store, budget floor, 
main promotion floor and the general 
10-floor arrangement cach representing 
the best counter display the widest 
most complete merchandising range 

by style, cole size and price 

line -- indced a dreamland for salcs 
and customer service. 

Your systems for buying are bascd on 
forms and cabinets in vogue in the 
U.S.A. -- however do they truly in- 
terpret each of the buyers! human 
needs? Aren't essential facts buried 
in amass of superfluous details? 

Are vital trends on season, style, 
price line and stock visible for 
immediate action? Do they really 


and effectively help in building 
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"volume? Aren't they too costly, 
too detailed and complicated? Why 
not give some thought to stra- 
tegically vital data only? 

"Company OVERHEADS indirectly connectcad 
with buying, sclling, store mainten- 
ance are eneroaching seriously on 
final profits -- the liquid resources 
and profit making ability of the 
Company are closely linked with your 
ability to maintain services econom- 
ically and profitably. 

Youre, sincerely, 


Jack M. Sider" 


COULD A GOVERNMENT STEP IN AND HELP 
PRIVATE BUSINESS RUN ITS OPERATIONS BY PRICE 
CONTROLS? Or other measure? Who are all 
these well cstablished business houses of 
today? 

OVERHEADS AT SOURCE IN 4 SMALL COMPANY 
(A) AND IN A NATIONAL CHAIN-FORMS, 

Let us take a4 walk along St. Catherine W 
and we are encountering the hustling and 
pustling. Mr. A. with cars to the grounds 
for footsteps of customers -- selling re- 
frigerators, television sets, electrical 
appliances at 15 per cent below normal 


retail ceiling and yct doing well: 
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Company A Forms: Order Shect 


8 


Company B. Forms: 


45 


Day Book Summary..... 


NLoOckgonaiyeis 5.55555 


Merchandise Purchase requisition. 


Merchandise Transfer record ..... 


PickKalpe aot «orn: aoe. > 


Goods returned book .. 


Goods 2nwardy book. .... 


DeScinBoeryed. Rec orarned. 


Stock«Pievetsehes. os. 


Schedule of Certified invoices 


Salesmans Order book.. 


Sales, Order Bookedt. «s+ 


Proeosa: Formiies..cies 
Ape hicavion Norm... s<« « 
Weeloly BOOKING  wesccwes 


Date of Delivery Clips 


oe#eososses @eeeeee 


Receiving Book 
Invoice Record 


Sales Book 


Mr. Sider 


Trading Book 
Petty Cash record 
Credit account 


agreement 


Used in cach and everyone of the 


Stores across the City; Op- 


erating all the records as sct 


out below in the Stores and 


then duplicating the checking 


work at Head Office costs all 


in all $3,500,000 including 


supcrvision and administrative 


controls: 
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OVERHEADS IN MANUFACTURING? This can 
best be explained by quotations from fin- 
ancial reports of two well known Companics; 
both having made millions. In 1953 they 
overexpanded plant capacity, increased stock 
levels beyond requirements and have in- 
stituted new controls and procedures unwar- 
rantcd by the size and nature of the business 


to the point where: 


COMPANY A from Cash balance of $456,345 
in the bank at the end of fiscal year 
1952 found itself burdened with special 
Debt from private banking source at high 
rate of interest of $775,000 repayable 
over ten years. 

COMPANY B from cash of $891,246 in the 
bank at the end of fiscal year 1952 to 

a bank overdraft of $2,448,092 and a stock 
increase from $2,213,422 to $4,091, 847 
and with inventory values reduced since 


by 20 per cent of original cost, 


WHAT HAVOC INCREASED OVERHEADS HAVE 
WRAUGHT WITH PROSPEROUS BUSINESS? A brief 
from an analysis on the subject presented 
py the writer to the chairman of the Board 


of Company A as mentioned above: 


"March the lst, 1954 
In 1952 you have seen the wonder- 
ful realisation in volume business and in 


profits of ground work laid in 1948-1951 
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"with reference to expansion of pro- 
Guction facilitics, inventory and mange- 
ment policies. 1952 was a special 
spectacular year for sales and record 
breaking production, In 1953 sales took 
an increase compared to normal 1951. 

BUT OVERHEADS were prohibitive. A cool 
$200,000 was sacrificed to liberal 
spending policies; the failure to realise 
that the 1952 record of sales, due to 
government orders of three millions, 
could not be maintained, in a peace time 
economy. In 1954 you were faced with 
highest cver deferred debt liabilities 
and current bank overdrafts, and over 
a million dollar in excess inventory, 
all incurred in the closing days of 1953. 
Whatever the farsighted Company policy 
may be, it is certain that because of 
lower sales targcts that every Dollar 
will have to be husbanded very carefully, 
so that by the cnd of 1954 a greater 


liquidity could be accomplished." 
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WHERE IS PROGRESSIVE REDUCTION IN OVERHEADS WITH 
COMPARATIVE FIGURES IN INDICES: SALES INCREASES ??? 


- SALES - OVERHEADS - GROSS PROFIT -NET PROFIT 


-1942 lik 16) ya 100 a 100 : 100 
m1 O43 - 103° °- 114 - 104 ~ 107 
~1944, cores 127 : T21 - 145 
“1945 - 91 - 149 - OT - Bi 
-1946 =) aE ee 169 = 119 - 101 
~1947 - 159 - 215 - 145 ~ 151 
~1948 wiles 237 - 181 = 209 
-1949 - 245 - 254 ~ 194 - 217 
~1950 - ooh - 276 : 181 = 159 
-1951 - 291 - 327 - 256 - ou 
-1952 — 55t yd 476 - 795 
1005 - 364 - 493 = S38 - CLS 


The operations at the retailing End: 
OVERHEADS IN RETAILING play a vital role in 
terms of net profits. The importance of human 
talent, team work, initiative cannot be over- 
estimated in the conduct of big retail business. 
How the containment of overheads has a bearing 
on Net Profit is well illustrated by two 
Companies -- leaders in the retail industry. 
Both firms went bankrupt in 1930's, both were 
reorganised and new ownership and new managc- 
ment substituted for the old. 

COMPANY A has been reorganised with com- 


pletely new buying office, accountancy office, 
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vesting responsibility for reordering and 


sales promotion in superintendants and 


Store Management, 


This Company has made 


spectacular headway in Sales and in Net 


Profits, it has anything from 2-$3,000,000 


Cash in the bank and extensive property 


holdings. 


COMPANY B -- a family business, all 


executives were from the family with no 


allowance for talent, 


The old management 


was retained, procedures were constantly 


changed to the tune of millions in expenses, 


Despite spectacular boom year, no profits 


were made over the years and a bank over- 


draft of $7,000,000 is the best example by 


comparison 
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Mr, Sider 


COMPANY -B- 


NEI OPERATING 


PROFIT 


200 
184 
220 
265 
150 
250 
175 
260 
140 
160 
240 


1954 .. COMPANY A-Net Profit-$1,575,473 


1954 .. 
1954 .. 
1954 .. 
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tt 


B- W 


A-Cash 


-$ 


182,062 


-$2,095, 926 


B-Bank Loan -$9,000,000 


Hg sgt) 


-~Sales -$35,000,000 


hy 


~$30,000, 000 


-W.Capi-§ 3,849,000 


tal $ 6,461,700 


HOW IS THE GENERAL ECONOMY COMPARING 


BY STOCK EXCHANGE MEASUREMENTS? 


What is 


the real state of our economy under our 


system of free enterprise, 


A stock cxchange 


review of a leading Brokerage and Invcst- 


ment firm reveals startling figures on the 


great profits made in well anticipated buying 


and selling of securities; this is the best 


reflection on the state of the health of our 


economy;there does not appcar any cause 


for alarm, except for the need of some 
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adjustment to a peace time economy. 
THIS 15 THE Best JUSTIFICATION forss 
free enterprise and for the policy of 


Wise Government: 


SUMMARY OF INVESTMENT PORTFOLIOS: 1953-195 4 


COST - MARKET 
Government Securities ........ ; 100 - 96 
Other Bonds a ee ce rae 100 - 93 
Bankseandsrinsucialmereee.. ee 328 - 470 
Merchandising y oRétariine 2) 8 190 ~ 286 
Foods andraivs ie Niiiaanne ne nS 412 - 438 
Paper sandaPulpiee. es... , wanes 395 - 580 
PINS - BADE LPS ter< ects al ea reese eee | 105 a9 170 
Mining se. Baseiictaicmy, ea. ee 560 - 718 
Chemicals eoiles, Fupberue. aa. 300 - 340 
Containers tnt he... 0, ee, eee ern ~ 278 
Const RuUGt Tome. Wyre. semen os eoones 140 - 180 
Pubid eu Gt Bec ce mtg eee 500 = 611 
Textiles eather apa. her EG -~ 149 
Tron andistee Mises. se. eee ee 580 - 675 
EVANS POUCA piel eis cte el eee re atens eee 70 250 
DOME A Li Sas a ce we aeeeernetet een nT os ~5 505 


ONLY YESTERDAY TODAYS MILLIONAIRE EX- 
ECUTIVES-- as history recounts -- have had 
their humble origins in the slums and their 
businesses in a cellar and in a halt in 


the wall. Men from the cast have arisen 
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and through sheer superior intelligence, 
decision, ability and talent to read 
customer needs accuratcly have been able 
to foresee future devclopments with clarity 
that they were able to build with bare 
hands empires of trade and commerce, CAN 
THE SUCCESS OF A BUSINESS BE PERPETUATED? 
In the steel and granite of its propcertics, 
in its systems, machines, filing cabincts 
and sin Avs resources? Business ia tile 2 
river; fresh water every day, new sales 
and new accomplishments alone can per- 
petuate success. Todays business is like 
golf playing -- it is a game of personal 
skill and talent and ingenuity -- all past 
glories and victories can be wiped out at 
the strike of a ball -- many a family 
business went down, bccause its successors 
were men unequal to the task of competing 
for sales and business in a free democracy- 
WITHOUT SALES the wonderful wheels of 
production must come to a halt and the 
lights of offices and the hustle and bustle 
will dim and come to an cnd -- SALES IS THE 
LIFEBLOOD. 

Our Government today no doubt takes a 
close interest in the cconomic affairs of 
the country and has gonc a long way from 


the laissegw faire of irrcsponsible freedom 
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and its evils; the welfare of the nation 
and its diversified classes of business 

is very much the business of the govern- 
ment, Measures to control inflation, avoid 
deflation and depressions through control 
of output, the health and welfare of its 
people, its living standard etc, are always 
prime considerations on the agenda of its 
ministers, Our laws of trade and commerce 
protect the broad masses of business people, 
trade union laws protect the workers, 

In the final analysis however the 
worker, the butcher, the baker, the banker, 
the tradesman, the manufacturer, the whole- 
salers, the retailers, the student, the 
scicntist are cach to their own in their 
own field of endeavour, free to make de- 
cisions, to adopt a course of action as 
free men unshakeled by rules and regulations 
within the RULE OF LAW AND MORALITY and 
our way of life. IN CONSIDERING PRICE 
CONTROLS THIS VERY constitutional issuc 
of frec enterprise scems to be at stake in 
effect it means safeguarding a substantial 
margin to established business houses 
against the small trader, who by shcer 
ingenuity and skill is able to operate on 
lower overheads and to pass on the benefit 
of lower margins to the customers in lower 


sales prices. 
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THE GREAT TRADING AND RETAILING CoM- 
PANIES of today have driven the small man 
from many a business because in growing they 
have developed buying powcr and specialised 
marketing resourccs cnabling them to pass 
ONathe benefits of bpuyine skildanduexcelicnt 
selection across the land; by men specialising 
in securing for lower priccs ande quantity 
discounts; to the consumer public, in terms 
of beautiful stores, restaurants, fresher 
merchandise wider assortments by stylc, 
colour and range, morc up to date commoditics, 
lower prices, betteor and no doubt more 
reliable service -- above all they have 
afforded the public a sense of safety, As 
long as this lead can bc maintained the 
great Companies remain prospcrous. 

YET in every trading and shopping 
centre we continuc witnessing small men 
arising out of nowhcre to commanding positions 
this by sheer ingenuity, closer understanding 
of today customer rcquircments, better an- 
ticipation of customer needs -- all thesc 
enabling them to prosper in face of scrious 
opposition from the big boys. Should a 
little man continue stumbling on good buys 
and good prices, -vhespublicwwidlvatifiord 
him cqual patronage. An individual man 
any day can use his initiative without 


poing hindered by forms and rcd tape of 
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blg business, being closer with his car 
to the rumbling of public wants. The Head 
Office of a large business with hundreds 
of artificial and supcrfluous systems and 
proccdures and methods of control do not 
‘really produce, unless the buyer makes usc 
of them and can translate figures in action--~- 
often this is not the ease, 

DOES A GOVERNMENT OWE ANY ONE OF THE 
BIG BUSINESSES AN OBLIGATION? Because they 
have invested their life savings and arc 
giving cmployment to many? No democratic 
way of life could cope with such a situ- 
ation, We have scen depressions, we have 
seen men rise to stardom and heights of 
power and wealth, only to crush into oblivion, 
The Government ean only intervene in crises 
of a general nature; it never helps in- 
dividuals or scctions, because it cannot 
run their business anyhow, MAN must be 
free to make or break his own personal way 
of lifc. Man must be free to make decisions, 
evaluate situations and act accordingly. 
It is a constant racc for buying and making 
A Sale; with the present growth of competition 
the success of a sale depends on better 
quality, better styling, better valucs, bettcr 
oriccs. He who can producc the winning 
formula for public wants and place himself 


ahead of his compctitors will be the succcss 
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of tomorrow. He who fails, will be doomed 
to failure; to avoid this calamity priccs 
come tumbling down Controls or No Controls 
and so new price levels are reached -- a 
game of courage, great cndurance and con- 
sistent perseverance, 

THIS. PRICK. CULTING WAR you are. called 
upon to investigate is therefore not duc to 
ther absence of a law =-"2co is Yrether the 
result of obvious keen competition. 

What is a trade mark? Any manufacturer 
attaching a label or registered name can 
place himsclf within the meaning of the law 
relating to trade marks. In case of the big 
boys the market would obviously be cornered 
and monopolics the end result, During the 
war wo have known and sccn the development 
of a complicx structure of price controls, 
tho setting up of a price ceiling, tor the 
manufacturer, wholesalcr and the retailer. 
The aim was onc of maintaining a system or 
equitable distribution and fair priccs, all 
with onc vicw: How best to utilise short- 
ages of existing and available supplics. 
Gross margins werc cstablished and standards 
of quality strictly adhcrcd to, Today how- 
ever having reached into an cra of abundance 
and plenty the rulcs are no longer applicable. 


Just ag in the era of shortagcs we paid 
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bonuses and extras to circumvent pricc 
ecilings, today the opposite is true -- 
tradc discounts and cash allowances, good 
trade-ins for old merchandisc and free 
extras are all artificial means that would 
break the back of any price control, UNLESS 
as we said the big boys corner the markct 
and lucrativcly create and operate price 
cartels. 

What dctormincs the price level of a 
commodity? It is very hard to generalise 
on the subject, cxcept to say that each 
elassof. commoditios finds, 20s truc wtevel 
as a result of its truc evaluation and its 
sclling potential. Expert tradcsmen vic 
with cach other for a correct anticipation 
of customer demand im price and in volume, 
customer tastes, customer sales ability, 
or resistance. True that the laws of supply 
and demand have wrought havoc with vast 
sections of the business community and to 
have brought about various depressions -- 
but then who can really control these 
currents execpt in a general way, In terms 
of practical business, succcss in selling 


depends on many factors, such. aq: 


1. Planning the stock that should be carried 
for cstimated salcs. 


2, Ability to buy goods that are saleable. 
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3. Ability to scll goods with minimum loss 
through carcful merchandising. 

4, Careful control and follow up of pur- 
chases, 

5, Judgment in pricing merchandise so that 
Ht will, sell vapid. 

6. A mark down policy; or the cutting of 
Prices "Unt lL 4 Bele, 


7. Maintenance of an efficient organisation, 


THE MOTOR INDUSTRY opcratcs through 
franchise dealers, Prices arc catalogucd. 
A month ago the writer was in the markct to 
buy several trucks on behalf of a retail 
chain store, He was surpriscd at the keencss 
of compctition; the listed prices, were 
quoted Dy over One Oi tie. Mid Veen sealers | 
yet specials, free acccssorics, large trade 
discounts, and cxtra spccial allowances for 
trade-ins made the original price artful. 

A new modcl car appears on the market cvcry 
year with special fcaturcs; no dealer can 
afford to be left with new previous years 
cars on his hand-henec price cutting and 
special efforts to sell out before the 

now line is revealed. Can any Government 
stop in to regulate thc markct and prices? 
Or ghould it be lcft to the judgment of 
expert dealers to make the best deal and 


most advantagcous sales possiblc. 
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THE LADIES, MENS WEAR AND CHILDRENS 
WEAR INDUSTRY IS primarily subject to scagon- 
able requirements, the keenest and most 
competitive in the country, it gathers 
momentum with volume salcs during Eastcr, 
sumncel and cCariy fait “and declines during 
January, February, July, December months. 
In its very nature, the keen buyer picking 
the right styles, fashionable colours and 
correct sizes and in sufficicnt depth of 
number and assortment -~- in one word -- he 
who can anticipate accuratcly enough the 
unpredictable requiremcnts of a woman shopper 
will be successful in his scason. He who 
has been fortunate in two out of three scasons 
is already recognised as leader in the in- 
dustry, “Phe-otvher rail by tne wayside.” We 
have scen men of keen intuition and fore- 
sight create empires in the trade. Yet just 
as soon as they rctired, the business fadcd 
away -- it all appears to evolve around the 
head of the business who is able to gauge 
requirements, make commitments to assure 
supply, and then procecd to foresce styling 
and scasonable trends. Salcable merchandise 
Pightiy priced, ObLES -- Unsaleable merchandisc 
pranded or otherwise must be sold at any 
price before the scason is out and he who 
takes the carlicst price cut or mark down, 


takes the smalicst loss. Visit any store 
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at the end of the scason and Panes 
seramoloule cdi abate: price. au 
quarter price, at dollar specials at any 
give away price. The merchandise must be 
cleared before the new scason commenccs. 

Can any Government law and regulation 
control prices and levcls of this seasonal 
industry with its branded and unbranded 
merchandise, 

WHAT ABOUT THE TELEVISION AND ELECTRICAL 
APPLIANCES? This industry has grown in 
magnitude in recent years. The importance 
of television sales was best reflected in 
the fact that six stations began telecasting 
in 1953 and by the end of 1954 it is expectcd 
that 24% television stations will be in op- 
cration across Canada, Television reccivers 
owned by Canadians avithe end of 1955. ap= 
proximated 600,000 scts and the estimate 
ig that in the next two ycars there will 
be a further 1,000,000 sold. 

The industry is as yet in a stage of 
development, New iaventions, new improve- 
ments are highly publicised cvery damaqrl he 
industry recogniscs that intensificd and 
aggressive morchandising alone can maintain 
the rate of improvement achicved in previous 
years. Old styles and stocks cannot scll at 
ary UpRiess What should a manufacturcr or 


rotailcr do with unsalcablie stocks? Or 
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stocks less advertiscd? The old law of 
supply and dcmand comcs into forec; cach 

and everyone tries to get the best prices 
possible, irrespective of whcther it 

provides a profit or a loss. Automatically 
the less expert business man is pushed out 

of the game and the shrewd buyer and busincss 
man continue to advance and profit, 

Another vital factor in the price cutting 
war is the clement of COMPETITION FROM ABROAD. 
Canadian manufacturers and retailers are 
callcd upon to meet this foreign compcetition-- 
in this case che voetaLrler buys vom ebroad 
disregarding Canadian manufacturing, provided 
salcable merchandise can be had. No doubt 
scrious losses were incurred by many an in- 
dustrial and rctailing organisation and once 
again, No Price Ceiline sand 20 control regu- 
lation penalising a rctailcr for underselling 
could prevent a tradesman from sclling his 
mad stock.at the best possible price ob- 
teinable, Busincss men from cxpericnce do 
not discuss in generalitics the question of 
pricc ccoilings. The shrewd expert buyer 
will cvaluate a marketing situation and 
accordingly, price eG@ntual GCreno price 
control, 

The prosperity of Canada is dependent 
on exports, hence a working formula is sought 


by the Government to maintain two way tradc-- 
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to shut off forcign compctition from Canada 
would rcact in cqual pcnalising tariffs 

from abroad and the country would land in a 
chaos -- hence the care with which tariffs 
arc considered by the Government from the 
overall cconomy point of the country, Today 
the Canadian markct is inviting competition 
from prcjucers throughout the world to a 


degree never expericneed before. This is 


0° 


a result of the policy of the Government 
granting Canadian manufacturers only moderate 
tariff protection: Adherence to the principle 
agreed upon through the gencral tariffs and 
trade agrcement which limit restrictive 
practices to protect domestic industrics 
and the free convertibility and strong 
position of the Canadian Dollar in terms 
Of” Other World Currencies, 

There is of coursc an outcry among many 
an industry for urging the Government to 
Yeige the tarire walls, ive 16 poinved out 
thatthe need for @ reassessment of our 
Canadian economy and a closer cxamination 
of our exports imports in relation to Canada's 
oresent trade problems. It is pointed out 
that this country is in grave danger of losing 
the momentum cconomically which has been built 
up in post war years. It is urged that 
tariff and custom rcgulations which arc by, 


tradition controversial issue in Canada 
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be modificd to meet the domestic rcalitics 
of this rapidly expanding industrial nation. 
However as pointcd out tariffs are closely 
linked with our need for exports, Vestcd 
interests in the C nadian industry are 
thercfore urging Price Controls on brandcd 
lines on the one hand and High Tariff walls 
on the other, even though the more respon- 
sible clements admit that inasmuch as tariffs 
arc so closely linkcd with our valuable 
exports drive, that mutually satisfactory 
agrcements with foreign lands are unavoid- 
apc. 

BUT SUBSTANTIAL HEADWAY AND INCREASED 
NET PROFITS have been rcegistercd bat adel 
major appliances manufacturers, despite the 
outery. Hcadway in production and salics 
ts substantial in 1953 and has peen con- 
tinuing on the upgrade during TOS actic 
small man hag no chance to enter this 
profitable manufacturing ficld and it is 
dominatcd by a FEW GREATS who reap all the 
rewards and bencfits of the most expanding 


puginess in the applianccs cide en 9 


MARCONI RADIO-Profits before Income Taxcs: 
1953-$2, 584, 243 
1952-$ 823,300 

CANADIAN WESTINGHOUSE - Profits bcforc Income Taxcs: 
1953-57, 518,680 
1952-$5, 744, 984 
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The Leading Companics despite the out- 
ery for protection realise that it is very 
much within their own power to improve their 
competitive position on the market, In 
response to this threatening competitive 
pressure, all Companies have already in- 
augurated strong programmes for streamlining 
production methods and for coordinating all 
phases of cost improvement activities. 
Company wide cost improvement programmes are 
intensified and numerous cost improvement 
ideas and practices have been put into 
effect, 

Sales and distribution organisations 
are revitalising their efforts in a nation- 
wide merchandising programme designed to 
improve the Companies participation for its 
products, The manufacturing Companies 
realising that price control and no price 
controls -- sales will be dependant on their 
ability to improve products and to offer 
consumer greater advantages for service 
and use. In the best tradition of frec 
enterprise the following citations may be 
quoted from the report of a well known ap- 


pliances manufacturer: 


"During 1953 a number of advances 
were made in the design and production 
of electrical appliances. Among them 


were improvements in induction and 
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"brazing, spectographic analysis of 
materials, the application of stress 
analysis to component parts and el- 
ectrical machines and better technical 
understanding of the performance of 
bearings and their lubrication, 

Therelastic insulation 

Hot spray painting 

Foseriting 

Potted circuits 

Printed circuits 

Developments in engineering are 

primarily sparked by a need for main- 
taining SALES, Protect industry with 
parriers, control prices and perhaps 
many a Company would not feel justified 
in making such gigantic efforts to 
improve their products and to inaugurate 
new innovations and to launch costly 


research programmes." 


HOW VALUABLE, PROFITABLE AND GREAT A 
BUSINESS -- this television and appliances 
section is, can best be evaluated and gauged 
py the important space for advertisement it 
puys from the Newspapers across the land -- 
The Montreal Star, The La Presse, The 
Toronto, Winnipeg, Calgary, Hamilton, 
Vancouver, Saint John, Halifax and all the 
hundreds of weeklics, monthlies across the 


land from coast to coast from the Atlantic 
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to the Pacific carry a high percentage of 
total advertising -- the demand is great, 
the profits are gratifying, the fight of 
the Big 5 in manufacturing level is serious 
and perhaps deadly earnest -- let us quote 
one days comment in the race for business 


as illustrated in the Montreal Star: 


"MORGANS SEPTEMBER SPECIAL: 
Just in time for the new season -- Once 
again Morgans hits the jackpot with 
Console TV offer to save you Dollars -- 
RCA Victor Yorktown, Manufacturers sug- 
gested Price......s.«++. Price $329.00,.anm 
Console, the Morgans featured valuc 
Price $229.00 
We bought a large quantity to 
assure you delivery -- you are doubly 
assured of top -- Morgans -- and 
$229.00 is all you pay -- Antenna and 
installation are included -- note the 


features". 


22 Tube chassis with new transformer circuit 
for greater power, constant and brighter 
pictures -- assuring good fringe reception 


from expected American Stations. 


Full console Cabinet in striking design, 
with natural wood finish, Choice of 


walnut mahogany oak, 
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17" picture tube, with RCA Victors 
famous MAGIC MONITOR circuit that 
acts as authentic automatic engineer 


inside your set, 


12 channel selection gives you full 
range choice, with ample room for ad- 


justment to UHF. 


Phono Jack built in, ready for record 
player attachment with front mounted 
switch, 


Front mounted speaker for clear tone. 


Full Factory 3 months guarantee on 


parts and 1 year guarantce on picture tube, 


Hurry -- Hurry -- phone or wire at Morgans! 


expense -- yes you will have your set well 


before the week end. 


HARTNEYS SEPTEMBER SPECIAL: 


For unforgettable value in Television 
see Hartneys first and here the buy 
you cannot miss -- 
BRAND NEW 21" 

bk, SE. BES P PRIOUS GS CONS OEE 


With Magin Daylite tube built by the famous 


General Electric Co, - One of the world's 


greatest manufacturers, 


BUILT TO SELL AT $429.50. 
AT HARTNEYS ONLY - $299.50 
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CHECK THESE OUTSTANDING MAGIC FEATURES, 
Black daylight tubcs-Famous G.E. invention 
provides cxecllent picture detail in 


brightest room, 


Dynapower speaker affords clear tone 


reception from all distortion. 


Full channel coverage. 12 active 
channels completely covered outlct 


Orr Un Ss ote vide. 


Amplified operation -- built in antenna. 
Picture stabiliscr and manufacturers 


one year guarantec on picture tube. 


CHOOSE YOUR OWN CREDIT TERMS AT HARTNEYS 
BATON'S SEMI ANNUAL SALES: 
Clearance of 1954 Modcl -- Viking 21" 
Tclevision consoles Semi Annual Salcs 
Price $339.00. "My what a beautiful 
Ty set and in such good taste too" -- 
Thats what your fricnd will say when 
you add one of these 1954 21" Viking 
sets to your room -- Just think -- 
and end of clearance brings this sct 
to you at this remarkably low price 


Tucsday. 


21" cylindrical picture tube, 
Sloping safcty glass reduccs glare 


Local suburban and fringe are adjustment 





pi tee ne arhud oe skits ek 
ates a weiect bas sopliaegs ‘Serteet 
‘ides siateir, Ho, “ rte 8. 





Noun 


nyen wk if TH ator Syme 0 tox ae 


SU: 







Wee Bae _ cet cha Lo 


i iiatveor : 6 sci ai online’ + ses 
oe "a0 pated Garg site ao ‘baw, You ve 
| nud, an Bes Pio.) ae tach. Lada, 
sidatey he: MARL saan 29, alte bow yom 
ae see aoe: me chet wo ei stom 
“tsa aie eats. goers 30 bee bus 





a 


| ovaLa sovuibers ae if i fon Meigote 
ian 3 eal + sett ne een 


~ 3806 - 


Lasy rolling casters for 
convenicnt moving. 
Beautiful walnut vencer finished 


cabinet, 


Enquire at Eatons Factory service contract 
designed to protect your tclevision investment. 
Serviced at Eatons Own Scrvice technicians. 
Remember No down payment. Budget terms plan 
purchases, 

What arc the real facts behind the story 
of this great price cutting war in TV and 
eloctrical appliances. Perhaps it can best 
be explained by shifting our view to one of 
a wealthy and most powerful retail company. 

In analysing the pricc war his trend of 


thinking was as follows: 


"Tn the furniture, carpets, rugs 
chinawarc, houschold utensils we can 
hold our own large assortments arc 
necessary, colours, styles, price 
range, sizes must be carried. Early 
puying months ahead is a must, warc- 
housing facilitics esscntial, trucking, 
distribution, credit facilities. For 
it gigantic financing must be had. 
Early and ahead of the scason commit - 
ments are a must to assure SuppAys 
carcful follow up on sales and reordering 


assuring the best sources of reliable 
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supply-all beyond the reach of the 
small man. To cope with as complex 

a machine half a dozen $20,000 a 

year and upward cxecutives are in- 
stalled dedicated to their full time 
and specialised scanning of the markct 
for good buys and for gauging good 
values and trends -- these assisted by 
an artay of clerks, “secrevaries, forms, 
cabinets, cars, etc, The small man has 
to fight barchanded and on unequal 
terms. However in the appliances and 
electrical division there is no choicc 
and no assortment. Delivery is excel- 
lent, <A television, a refrigerator, 

a heater, a cooker whether it be dis- 
played in lush saloons, or in a mans 
wear store, or in a warehouse, or in 

a hole in the wall store is just IT- 
the manufacturers guarantee of service 
is gcnerally applicable. No expert 
puying needed, no overheads necessary 
and yet the big retail store is subject 
to 32 per cent overhcad, whilst the 
small man can suit himself and have 


a free run for his money." 


In our free democratic socicty the large 
corporations are of necessity able to account 


for large volume business - the small man is 
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pushed hard and fights for his life in the 
grocery business, in the furniture trade, 
in the 5 cent to $1.00 Variety business - 
he has neither machinery, nor the capital 
and resources to compete with the big lush 
stores YET the small man never turns to the 
Government for protection, With his in- 
genuity and resourcefulness he seems to 
fight and to survive. NOW the big business 
corporations are a disadvantage due to their 
serious overheads and the artfulness of 
conducting some of their business-- they 
are turning to the Government lobbying for 
price protection -- and still in the over- 
all they are declaring largest ever divi- 
dends. 

A SMALL MAN DOING business in a base- 
ment store these past ten years has put it 


honestly: 


"Why of course we sell cigar- 
ettes for 37 cents -- the grocery 
stores for 33 cents. Sure my customers 
have every right to buy there in the 
lush chain stores. We pay $3.31 a 
carton and the Chain Stores at $3.30 
plus the 7 per cent wholesale discount. 
They still make money, my carnings in 


cigarettes were cut by half." 
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The Cigarette warfare is becoming a 
public scandal inasmuch as tens of thousands 
little men and women, sick and ailing, in- 
capacited and restricted, the pensioner at 
dawn of life -- they account for a vast 
army making or eking out a mcagre living 
the only way they can -- 4 cents per pack- 
age profit, turnover big, no dead stock, 
no specialised buying, no expert calculations. 
JUST AN HONEST FRIENDLY SERVICE, Haven't 
the Grocery chain store wraught enough havoc 
among equally small men shopkeepers in the 
tens of thousands. THIS IS OBVIOUSLY 
REACHING AT THE LIVELIHOOD OF A BROAD SECTION 
OF THE POPULATION, who in a sense collect 
taxcs for the Government, Morally and as 
a matter of public equity something ought 
to -- something ought to be done, 

THE MENTALITY OF THE LARGE CORPORATIONS 
trying to maintain their present overhcads 
and their superiority is a challenge of 
the first magnitude. Let each and every- 
one of the great retail houscs face up 
squarely to the facts of doing business 
in a free society, makc the necessary 
housecleaning adjustments to be able to 
continue their leadership on fair and 


cqual terms of may the best man win. 
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THE CHAIRMAN: Do you wish to make any 
comments on the brief, or do you prefer to 
answer questions on it Mr, Sider? 

MR. SIDER: I have no further comments, 

MR. WICKWIRE: I have one or two 
questions. You have referred throughout your 
brief to the fact that you are very much opposed 
to government price controls? 

MAS GIDERS® Yes ;1e2r. 

MR, WICKWIRE: In peace time? 

MR SpibpEnei ry os siete 

MR, WICKWIRE: I take it that you are 
also very much opposed to a system of resale price 
maintenance whereby any manufacturer would have 
the right to set the resale price on his article? 

MR, SIDER: I consider it in most 
lines an impossibility. 

MR, WICKWIRE: An impossibility? 

MR. SIDER: Yes, -- unless it would 
lead to price fixing cartels because with a great 
deal of legislation, and so on, it might create 
a new grey market, When there is an abundance 
of supply and people cannot gct rid of it at 
registered prices, they try to sell it ata 
discount level and at other prices, to find a 
loophold.,. 

MR. WICKWIRE: Or phoney trade-ins. 

MR, SIDER: — Yes. 

MR, WICKWIRE: In some manner. 
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MR. SIDER: Yes, 

MR, WICKWIRE: So you say that it is 
an impossibility to maintain a system of pricc 
controls? 

MR, STDER: Well, 10+ would)-cause- a 
great deal of harm, primarily to the small man, 
and it would lead to cartels, 

MR, WICKWIRE: Your brief seems to 
direct itself against the largc producer or 
the large manufacturer, and it indicates that he 
alone is the:.one asking for resalc price maintcn- 
ancc, 

MR, SIDERS ein cermbaiawt ioelde. 

MR. WICKWIRE: But there has been cvi- 
dence or a request made before the Commission by 
a great number of organizations on behalf of 
small businessmen requesting resale price main- 
tenance, What is your comment on that? 

MR, SIDER: “Well; from what.7 nave read, 
the cigarette retallers are primarily concerned 
about price control, In my opinion the cigar- 
ette trade ispaefieldsaneiesel 4 pel neyecueral 
principles applicable to trade in ready-to-wear 
or appliances or consumer goods, would not have 
the same bearing on the cigarctte trade. 

MR. WICKWIRE: Would you put out of your 
ming for the moment the cigarctte trade, We had 
before us this morning the Retail Hardware Associ- 


ation. 
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MA. oLUER: Yes. 

MR, WICKWIRE: And their first request 
or recommendation to the Commission was that 
resale pricc maintenace be permissible, 

MR, SIDER: Well, I had some experience 
in the hardware trade, and I realize that some 
of the bigger hardware rctailers have taken on 
certain loss leaders, and they arc dropping them 
on the counter at half price, They are doing a 
great decal of harm to the small shopkecper., 

I personally would not say that I am 
the champion of the big boy or the champion of 
the emall boy. I am the champion of free entcr- 
prisc. This is my analysis. But in my own 
experience I have seen that while the inefficicnt 
small man simply sings and nobody hears him, 
the inefficient big boy in big retailing -- 


well, everybody can hear him clamoring for price 





control. But I am primarily the champion of free 
entcrprise within the country, 

MR, WICKWIRE: Now, to come to your 
exceptions contained in your brief, and to which 
you have made reference, namely, the tobacco 
tradc -- 

MR, “SIDER. ties: 

MR, WICKWIRE: Do you think that 
the small tobacconist or the small retailer 
in tobacco products should be given a chance 


to compete with the chains. 
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MR. SIDER: The guéestion of compctition 
in the cigarette trade should not really arisc, 
at all, because the price of cigarettes is 37 
cents, The retailer at 37 cents is allowed 
4 per cent, profit and he collects the taxes 
for the government, 

In the cigarette trade there is nothing 
to compcte about. When you take a car or when 
you take a refrigerator or when you take a dress 
or a suit or a pair of shoes or any other con- 
sumer commodity, there is always competition, 
no only for price, but for styling and for values 
and for anticipated customer requirements, and so 
on. 

However, in the case of cigarettes it 
ig just as in the case of liquor. It is a question 
of sclling it at a very low profit and collecting 
the taxes for the government. I do not think the 
casc of competition enters into the picture at 
al 

MR, WICKWIRE: It has certainly entcred 
into the picture, Mr. Sider, that because the 
chains or certain of the big chain store operators 
have been piven the privilege of buying from the 
manufacturer at wholesale prices -- 

MR, SIDER: Seven per cent, 

MR, WICKWIRE: -- they are able to scll 


at rotail and still make a profit -- 
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MR, SIDER: Seven per cent, 

MR, WICKWIRE: -- to the great constern- 
ation of all the retailers who cannot buy at such 
prices. Have you any suggestions to make about 
this situation that might be helpful in the 
circumstances? 

MR. SIDER: I have very little inside 
contact with the cigarette trade. I have been 
primarily connected with the chain stores outside 
that field. But in the course of my travels in 
England, Scotland and Wales, and in Canada and 
the United States, as I have mentioned, I have 
noticed that a lot of small men are depending 
for their livelihood on selling papers and on 
sclling cigarettes. Becausc I have always noticed 
that the big chains in the cigarette trade really 
sell a very small percentage of the total sales 
of cigarettes, 

And therefore, when the grocery chains 
are obtaining their wholesale seven per cent and 
the retailer, being a small man, cannot possibly 
buy direct from the manufacturer -- because the 
wholesaler is the link between the manufacturer 
and the retailer, you see, and he gets his usual 
seven per cent or ten per cent for the service 
of distribution, 

Well, this puts the small man at a 
tremendous disadvantage, because the big chain 


storcs are getting seven per cent profit, And, 
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considering the enormous turnover and very little 
overhead they have in actual selling of cigar- 
ettes, compared to the small man, they are making 
a profit, and the small man is suffering very 
badly. To me it is primarily a question of public 
morality. And I have singled out cigarettes as 
a unique exception from any other trading circum, 
stances, 

MR, WICKWIRE: And the only exception, 

MR, SIDER: And the only exception, 
yes. It is just a question of going down the 
street and sceing the small man, the old man, the 
ailing man, the men of that type, making their 
living from cigarettes because they cannot work 
at anything else, And if you analyse it you 
will find there are dozens like that, It only 
struck me as a question of public morality. 

MR. WICKWIRE: Have you any suggestion 
to the Commission as to how that might be cured? 

MR, SIDER: Well, I am not too familiar 
with the laws of Canada, but I believe that a 
private Act of parliament, which should not create 
a precedent for anything else, could be introduced, 
to maintain the price level of cigarettes -- which 
is really dominated by the Chancellor of the 
Exchequer. If he has a larger tax on cigarettes, 
then the price of cigarettes goes up; if the taxes 
lower, the price gocs down, 

MR, WICKWIRE: I suppose even if such an 


Act were passed, you would still run into the 
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difficulty of enforcement of it, would you not? 

MR, SIDER: Well, I believe it would 
be easily area because it would be difficult 
to enforce it against the small man, but it is 
not difficult to enforce the large chains. And 
it is primarily the large chains in this case 
who are really the guilty partics., 

MR, WICKWIRE: That is all I have to 
ask. 

MR. FAVREAU: I take it that, in your 
view, this is one case where, even taking for 
granted the greatest extent of efficiency on 
the part of the small retailer, then he could 
never be able to compete, anyway? 

MR, SIDER: In cigarettes? 

MR, FAVREAU: Yes. 

MR. SIDER: In cigarettes there is 
no guestion of competition, because he only 
gets four cents a package, and there is no 
dead stock. It is just a question of buying 
and selling, and collecting the four cents. And 
so the small man, who forms the large portion of 
business, he has no inefficiency. He has no 
assistants; he has no controls. The small man 
sells cigarettes, from a hole in the wall or 
from a basement store,,perhaps where the overall 
rent is very low. And therefore the question of 
suggesting that the small man become more efficient 


does not arise. Because efficiency would apply 
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to consumer goods, generally; but it could hardly 
apply to cigarettes, just as it could not apply 
to the sale of whiskey by the provincial govern- 
ment, 

MR, FAVREAU: In your surveys or 
your recent experiences, have you had occasion 
personally to ascertain that a considerable 
proportion of those so being helped by the sale 
of cigarettes heretofore have been forced out 
of business or scriously affectcd? Have you had 
personal experience in this connection, or is 
that your thought that you are expressing at 
the moment? 

MR. SIDER: My expericnce is only in- 

116 direct, But I would say that the small man 
selling cigarettes is not very often forced out 
of business because his overhead is so low, and 
sometimes they occupy little stores and little 
premiscs, and they sell other types of merchandise. 
And the only result is that their earnings are 
cut very seriously. Because they do not usually 
depend just upon cigarettes. 

But I have made a survey among the 
small men, and the average man told me, he would 
say, "Before my earnings used to be $100 a week, 
and now they are reduced to $60. So I still 
make a living, but I cannot set aside anything 
for a rainy day." This was the general answer 


of the small storekeeper. 
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ape. Mr, Sider 


MR. FAVREAU: Well, at page 10 of your 
brief you imply that there may or may not be 
a possible relationship between tradesmen and 
the pursuit of restrictive trade practices, but 
you do not enlarge upon it. Can you state 
what are your reasons for referring to trade marks 
as being a possible device to be used for the 
purpose of restrictive trade practices? 

MR. SIDER: Well, is not a law relating 
to the maintenance of price ceilings closcly 
connected with a trademark? Unless merchandise 
has a trademark, its origin cannot be traced, 
and therefore there would not be any question 
of price maintenance. The only time the manu- 
facturer wishes to control the prices at the 
selling end is when they have a certain trade 
mark which can identify them with their respective 
companics. And I understand that one gentleman 
appearing before you claimed that companies 
are spending millions of dollars in advertising 
trade marks, and that it scems to do a TOvecOL: 
harm if prices are not maintained. And in my own 
personal opinion I think it would create serious 
repercussions if a law relating to price main- 
tonance and trade marks were to be introduced. 

MR, WICKWIRE: And you include brand 
named articles in that? 

MAY SIDR: Yee. 

THE CHAIRMAN: From all the studies you 


have made do you come to the conclusion that, in 
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spite of price cutters who, we have becn told, 
are opcrating on a quite extensive scale, 
particularly in our citics that these trade mark 
owners have still been doing very well; is that 
your opinion? 

MR, SIDER: Well, I think they are 
doing very well. 

THE CHAIRMAN: Your brief seems to in- 
dicate that in your view thcy are making bigger 
profits than ever, 

MR, SIDER: I have quoted those figures 
from the Montreal Stock Exchange, and some 
official publications by those companies. 

As a@ matter of fact, I personally 
wrote to those companies, and I have quoted 
those figures from whatever quotations they 
themselves have given me. 

THE CHAIRMAN: That is, you do not fecl 
that the cutting of prices of trade marked goods 
has really done so much harm, is that it? 

MR, SIDER: Well, to give you an 
example; I visited last year the warehouse oc- 
cupied by the Northern Electric Company, if I 
might mention their name, They laid their 
hands on any empty warehouse space they could 
get. And those warehouses were filled to 
capacity with Northern Electric refrigerators. 
Company officials could not cope with that 
situation. They had to lay off personnel and 


cut down production. But all those thousands 
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upon thousands of refrigerators were still there, 
The company themselves, the very manufacturers 
of those refrigerators were anxious to get rid 
of those stocks, and to improve their liquid 
resources in’ Une banks 

They, themselves, have entered into 
dealings with the big chain stores, giving them 
special quantity discounts, and special deals, 
trying to get rid of those stocks, I would say, 
at any price. 

So I think that is an indication that 
when supply is too heavy, and it cannot be sold, 
or if next year the Marconi company is going to 
bring out a great revolution in television, or 
R.C.A, Victor has big stocks left over, because 
they are over-produced, then I think the companics 
themselves -- I know they do not want to admit it-- 
and that is my opinion -- would encourage price 
cutting to sell out their merchandise at any 
price, to overcome resistance of the public 
trying to buy. 

THE CHAIRMAN: Thank you, Mr, Sider. 

I think that completes our sitting for today. 
I understand there are no more bricfs for this 
afternoon, are there? 

MR. DAVIDSON: That is correct, Mr. 


Chairman. 


_.. Whereupon the hearing adjourned until the 


following day, Thursday, September 16, 1954. 


Page 3850 follows. 
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